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THE STANDING SENATE COMMITTEE ON 
BANKING, TRADE AND COMMERCE 


The Honourable Salter A. Hayden, 
The Honourable Senators: 


Croll 
Desruisseaux 
Everett 
Gélinas 
Giguére 
Grosart 

Haig 

Hayden 


Connolly (Ottawa West) Hays 


Cook 


Hollett 


Chairman 


Isnor 

Kinley 

Lang 
Macnaughton 
Molson 

Phillips (Rigaud) 
Walker 

Welch 

White 
Willis—(30) 


Ex officio members: Flynn and Martin 


(Quorum 7) 


ORDERS OF REFERENCE 


Extract from the Minutes of the Proceedings of the Senate November 19, 
1969: 

“With leave of the Senate, 

The Honourable Senator Martin, P.C., moved, seconded by the Hon- 
ourable Senator Langlois: 

That the Standing Senate Committee on Banking, Trade and Com- 
merce be authorized to examine and report upon the White Paper inti- 
tuled: ‘Proposals for Tax Reform”, prepared by the Minister of Finance, 
and tabled in the Senate on Tuesday, 18th November, 1969. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, December 19, 
1969: 

“With leave of the Senate, 

The Honourable Senator Phillips (Rigaud), moved, seconded by the 
Honourable Senator Robichaud, P.C.: 

That the Standing Senate Committee on Banking, Trade and Com- 
merce be empowered to engage the services of such counsel and tech- 
nical, clerical and other personnel as may be necessary for the purposes 
of its examination and consideration of such legislation and other 
matters as may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, February 18, 


1970: 
“With leave of the Senate, 
The Honourable Senator McDonald moved, seconded by the Hon- 


ourable Senator Hayden: 
That the Standing Senate Committee on Banking, Trade and Com- 
merce have power to sit during adjournments of the Senate. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


Robert Fortier, 
Clerk of the Senate. 
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MINUTES OF PROCEEDINGS 


TUESDAY, June 23rd, 1970. 
(58) 
Pursuant to adjournment and notice the Standing Senate Committee on 
Banking, Trade and Commerce met this day at 9:00 to further consider: 


The Government White Paper entitled: ‘Proposals for Tax Reform”. 


Present: The Honourable Senators Hayden (Chairman), Beaubien, Beni- 
dickson, Blois, Burchill, Carter, Connolly (Ottawa West), Cook, Gelinas, Hays, 
Isnor, Kinley, Phillips (Rigaud) and Welch—(14). 


Present, but not of the Committee: The Honourable Senator Smith—(1). 
In attendance: Roland B. Breton, Executive Secretary. 


WITNESSES: 


THE TORONTO STOCK EXCHANGE: 


Mr. W. H. A. Thorburn, Chairman of the Board of Governors, TSE, 
(Mills Spence & Company Limited.) ; 

Mr. J. R. Kimber, President; TSE; 

Mr. J. B. Pitblado, Chairman, TSE White Paper Committee; 
(Harris & Partners Securities Ltd.); 

Mr. D. G. Lawson, Vice-Chairman, Board of Governors, TSE, 
(Moss Lawson & Company Limited.) ; 

Mr. J. P. Bunting, Member, TSE White Paper Committee; 
(Alfred Bunting & Company Limited.); 

Mr. T. R. Bradbury, Member, TSE White Paper Committee; 
(Annett Partners Limited.) ; 

Mr. J. Hutchinson, Member, TSE White Paper Committee; 
(Wood Gundy Securities Limited.) ; 

Mr. W. L. Somerville, Executive Vice-President, TSE; 

Mr. H. W. F. McKay, Vice-President, TSE. 


INDEPENDENT PETROLEUM ASSOCIATION OF CANADA: 


Mr. A. H. Ross, Director, First Vice-President; 
Mr. B. Rombough, Chairman, Tax Council; 

Mr. G. Roark, President; 

Mr. H. Van Renssalear, Director. 


At 12:30 p.m. the Committee adjourned. 


AFTERNOON SITTING 
2>Lon Deas 
(59) 
At 2:15 p.m. the Committee resumed. 


Present: The Honourable Senators Hayden (Chairman), Beaubien, Beni- 
dickson, Burchill, Carter, Cook, Gelinas, Hays, Hollett, Isnor, Kinley, Lang, 
Molson, Phillips (Rigaud) and Welch—(15). 
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Present, but not of the Committee: The Honourable Senators Laird and 
Smith—(2). 


WITNESSES: 


DENISON MINES LIMITED: 
Mr. S. B. Roman, Chairman of the Board and Chief Executive Officer; 
Mr. E. B. McConkey, Vice-President, Finance & Treasurer; 
Mr. W. A. MacDonald, Q.C., Partner, McMillan, Binch; 
Mr. C. D. Parmelee, Executive Asst. to the Chairman of the Board; 
Mr. P. Palmer, Assistant to Vice-President of Finance. 


LORAM LIMITED: 

Mr. F. P. Mannix, President; 
Mr. E. Connelly, Vice-President; 
Mr. W. R. Lord, Counsel. 


Ordered: That the documents submitted at the meeting today be printed 
as appendices to these proceedings, as follows: 
A—Brief from the Toronto Stock Exchange. 
B—Brief from the Independent Petroleum Association of Canada. 
C—Brief from Denison Mines Limited. 
D—Brief from Loram Limited. 
E—Exhibits I, II and III as submitted by Texaco Canada Limited on 
June 10, 1970, Issue No. 31. 


NOTE: Appendix E—Exhibits I, II and III were inadvertently omitted 
from the printing in Issue No. 31 dated June 10th, 1970 when Texaco Canada 
Limited appeared before the Committee. 


At 4:55 p.m. the Committee adjourned to the Call of the Chairman. 
ATTEST: 


Frank A. Jackson, 
Clerk of the Committee. 
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THE STANDING SENATE COMMITTEE ON BANKING, 
TRADE AND COMMERCE 


EVIDENCE 


Ottawa, Tuesday, June 23, 1970 


The Standing Senate Committee on Bank- 
ing, Trade and Commerce met this day at 9 
a.m. to give further consideration to the 
White Paper entitled “Proposals for Tax 
Reform”’. 


Hon. Salter A. Hayden (Chairman) in: the 
Chair. 


The Chairman: Honourable senators, I call 
the meeting to order. The first submission that 
we will consider this morning is that of the 
Toronto Stock Exchange. Mr. Kimber will 
make an opening statement, after which he 
and his colleagues will answer our questions. 


Mr. Kimber, will you introduce your panel? 


Mr. J. R. Kimber, President, Toronto Stock 
Exchange: Mr. Chairman, and members of 
the committee, I believe you have a list of the 
people who are appearing this morning, but 
for the purposes of identification I will say 
that on my right is Mr. Bunting, who is a 
member of the Committee of the Toronto 
Stock Exchange appointed to study the White 
Paper, and also a member of the Board of 
Governors; on his right is Mr. Thorburn, who 
is the Chairman of the Board of Governors of 
the Toronto Stock Exchange. Both of these 
gentlemen are brokers. As perhaps you know, 
I am not a broker, but an outsider, so that 
when we get down to the technical questions 
I shall turn them over to those gentlemen. 


I shall try to make my opening remarks 
reasonably brief. Perhaps I could start off 
with a statement of our basic philosophy—the 
philosophy that we adopted in approaching a 
study of the White Paper. We accept, of 
course, the objectives set out in paragraph 1.6 
of that document, but we place greater 
emphasis on some of those objectives than 
others. It can simply be said that we place 
more emphasis on long term equity as con- 
trasted to short term equity. We place rela- 
tively greater weight on the saver as contrast- 
ed to the consumer. We feel that the creator 
is more important to our society than the 
conserver. We submit that capital in itself is a 


social force, and that it must be used efficient- 
ly. We also argue that growth is important 
for the attainment of our nation’s goals, both 
economic and social, and here I am referring 
to such goals as higher employment, a more 
equitable distribution of national income, and 
the Canadianization of our industry. 


While we argue against many of the 
proposals in the White Paper, we do so within 
that context. We do not attack it on the 
grounds that it is a socialistic document, nor 
do we say it is completely illogical. We recog- 
nize that the draftsmen have made a sincere 
attempt to reform our tax laws, and that the 
White Paper contains a great deal of logic. 
We trust that our submission may have those 
same merits. 


We approached this problem not as 
individual brokers, but on the ground that we 
are brokers and that we have some expertise, 
or should have some expertise, in the capital 
market. We felt we could best serve the proc- 
ess of discussion by directing our thoughts to 
the problems or benefits which might flow 
from the White Paper in connection with the 
capital market. We point out that our market 
has certain characteristics, and included in 
those characteristics is a lack of liquidity. 
That means that it lacks breadth and depth. 
We submit that this is a constraint on our 
capital market which has _ not’ been 
recognized— 


Senator Phillips (Rigaud): I am sorry, but I 
missed that, Mr. Kimber. 


Mr. Kimber: I am referring to the fact that 
the market has a lack of liquidity, a lack of 
breadth and depth. By that I mean that there 
is a large number of our listed companies 
with relatively few shares in the hands of the 
public. Also there is a limited number of 
investment vehicles available to the investing 
public. This constraint in our capital market, 
we feel, has not been recognized in the White 
Paper. 

With these basic points in mind we have 
made a number of major submissions. I know, 
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gentlemen, that you have heard some or per- 
haps most of these points before. 


We say that the proposed integration of 
corporate and personal income should not be 
adopted. In place of the White Paper proposal 
we recommend a modified dividend received 
credit. 

We do accept the concept that there be a 
capital gains tax, but at a rate lower than 
that proposed in the White Paper. Specifical- 
ly, our recommendation is that one-third of a 
capital gain be taken into income. 

We recommend that in connection with the 
capital gains tax the taxpayer have the option 
of a roll-over account. I hope that later on I 
might develop that further. We say that there 
should be no deemed realization on a periodic 
basis, the five-year revaluation. We do not 
think that this is appropriate. We make a 
major submission that the distinction between 
the widely-held companies and the closely- 
held companies and the resultant discrimina- 
tory difference in tax treatment be abandoned. 


These points are we feel consistent with 
our philosophy. They are each related one 
to the other. For example, we think that 
integration is of benefit only to shareholders 
of dividend-taxpaying companies and will en- 
courage investment of that type of company. 
These types of companies have less difficulty 
in raising capital. 

This benefit to the mature companies cre- 
ates a bias against the newer, growth oriented 
companies who are not in a position to pay 
dividends. The capital gains tax has the same 
bias. Both these biases are contrary to our 
concept that growth is important and that 
regard for the future is important more than 
concern for the past. Therefore we recommend 
a less generous dividend tax credit policy and 
a less onerous capital gains tax. 


Our recommendation on integration would 
produce more revenue for the Government. 
We say that the additional revenue which the 
Government receives should be used to 
reduce the capital gains tax. 


We recognize that the existing flat dividend 
tax credit can be objected to on the grounds 
of lack of equity. Therefore we recommend a 
sliding scale with a bigger tax credit to the 
small income earner and a lower tax credit to 
the large income earner. 


We suggest a sliding scale between 15 per 
cent and 25 per cent instead of the present 
flat 20 per cent rate. 

Since integration is of no benefit to non- 
resident shareholders and the capital gains 
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tax is no penalty to them, it makes the 
growth securities more appealing to the non- 
resident than to the Canadian resident. We 
feel that this is a misdirection of our invest- 
ment dollars and the attraction to the foreign 
investor in the wrong manner. 

We say that the five year revaluation is 
again prejudicial to Canadian investors and 
Canadian companies. The proposals are in our 
view biased in favour of the closely-held 
company. This leads to some undesirable 
results in our view, such as slower growth 
and fewer investment vehicles for Canadian 
investors. It.-makes private companies more 
susceptible to foreign take-overs and deters 
them from going public. 


We recognize that the White Paper intro- 
duced the five year revaluation partly as a 
cure for the lack of liquidity in the Canadian 
market. However, since in our view it cannot 
stand, there is no relief whatsoever in the 
White Paper against the locking-in effect 
created by a capital gains tax. Therefore, as a 
means of relieving against this locking-in 
effect, we recommend an optional roll-over 
approach to the taxation of capital gains. We 
submit that the economic benefits which flow 
from the efficient use of capital under this 
concept, plus the increased revenue it will 
produce, warrants that it be given serious 
consideration. 


Under this approach an investor may move 
from one investment to another and defer 
his capital gain. He would pay it only when 
he took money out of the roll-over account for » 
consumption purposes. We think that this 
freedom of movement of capital is most 
important for our economy. 


The Chairman: Do you mean that there 
would be a capital pool? 


Mr. Kimber: Yes, an investment account 
would be created. As long as the money 
remained invested the capital gains tax would 
be deferred. 


Senator Beaubien: Do you not think, Mr. 
Kimber, that this would result in a difficult 
accounting procedure for the ordinary 
citizen? 


Mr. Kimber: We have considered this, Mr. 
Senator, and have come to the conclusion that 
it is really not that difficult a problem. We 
have had people prepare these accounts and 
Mr. Bunting has given thought to this aspect. 


Mr. J. P. Bunting, Member, Toronto Stock 


. Exchange White Paper Committee: Yes, sir. 
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We have worked it out and set up schedules 
to see whether or not it would be difficult. It 
is not at all difficult to set up an account such 
as this on very simple bookkeeping methods. 
With regard to the specific type of securities 
included in such an account, we stay within 
what we consider to be the area of our own 
expertise. Therefore, we discuss stocks, bonds 
and mortgages, concerning which there would 
be no particular problem. 

In addition, many brokers are now chang- 
ing over to computers, which allow them to 
keep their clients’ accounts. In our own oper- 
ation, for instance, within two minutes I can 
run out a client’s account at any time. There- 
fore, if valuation day were declared today I 
could give all our clients their positions very 
quickly. 


Senator Beaubien: I can see that a man 
with a certain amount of money, a broker 
looking after him, a good account and a tax 
lawyer and a few other things can get by. 
However, how about the ordinary man who 
has a few shares here and there and none of 
these facilities? 


Mr. Bunting: There would be no particular 
problem in stating the value at the beginning 
and end of the period. 


Senator Beaubien: There would be transac- 
tions in between. 


Mr. Kimber: They would be recorded 
throughout the year. There would be an 
opening account with his return of one year, 
then a closing and a new statement at the end 
of that year. 

In view of the constraints in our market 
and our desire to use capital efficiently it is 
our strong recommendation that this type of 
account should be given serious consideration. 


‘One of the appendices to our brief indicates 
that not only does the investor benefit from 
this by using his money more efficiently but 
in the end result the Government receives 
more revenue. It is nice to be able to satisfy 
both sides of the fence at the same time. 


The Chairman: As an illustration, suppose 
you are opening an account for Mr. X. It 
Shows that he invested $5,000 in securities. 
When the account is closed out at the end of 
the year the client may have securities with a 
market value of $7,500. 

Do you then automatically assume that the 
$2,500 is a capital gain and as long as it is 
represented by investment in securities it is a 
roll-over? 


Mr. Kimber: That is right. 


The Chairman: It is only when he removes 
the capital gain element. Then, let us say, 
you run into a year when he has capital losses 
and in the process starts all over again. 


Mr. Kimber: He may gain $2,500 in year 
one, in year two he may lose $2,000 of that, so 
at the start of year three he would have a 
carry forward capital gain of $500. 


The Chairman: Then in the rollover process 
in that fashion, in two years in succession, 
whether the rollover applied or not, he would 
achieve the same thing under the White 
Paper so as to set off his losses against his 
gains. 


Mr. Kimber: Yes. He may not have made 
the transfers in year one that realized the 
capital gain of $2,500, because of the locking 
in effect of the capital gains tax. We would 
suggest that if he drew some money out of 
this account, to buy this proverbial fur coat 
that the wife always seems to be expecting 
but never receiving, that would be deemed a 
withdrawal against the capital gain, so when 
he drew that money out it would be taxed as 
part of his income. 


Senator Beaubien: Suppose the account had 
been running for five years. He would have 
started in 1965; he may have had a small 
profit, in and out, and he has a big loss today. 
Can he draw some money out and take off 
the loss against his other income? If he has a 
big loss, to get any benefit from having had 
that loss does he have to draw some money 
out? 


Mr. Kimber: If he wanted to take credit for 
the loss he would have to draw money out. 


Senator Beaubien: Could he take the 
money out, take credit for the loss and put it 
in a mortgage instead of having it in stocks? 
Suppose over the last year I had a $10,000 
loss, so I want to take that credit against my 
income. Can I draw out a certain amount of 
money, sell securities, take that loss, so that I 
really recoup most of it, and then take the 
$10,000, or whatever I take out, and put that 
into a mortgage? 

Mr. Bunting: A mortgage would be part of 
the rollover account, sir. 


Senator Beaubien: So I would not get the 
benefit. What could I do with the $10,000 to 
have my cake and eat it too? 
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Mr. W. H. A. Thorburn, Chairman of the 
Board of Governors, the Toronto Stock 
Exchange: I think it is difficult. It seems that 
we cannot have our cake and eat it too. One 
makes a decision whether or not to operate a 
rollover account, or whether to accept capital 
gains or capital losses as they occur. Our 
endeavour here is to encourage people to 
maintain their capital in productive enter- 
prises. 


Senator Beaubien: But if you have a loss 
and want to get a benefit from it, if you 
withdraw some money from the account you 
can take the loss, can you? 


Mr. Bunting: If you never made a gain, 
then you can draw— 


Senator Beaubien: I suppose there would be 
an overall loss. 


Mr. Bunting: Then you can withdraw the 
capital. If you have a capital gain in the 
account, you would pay the capital gain 
immediately upon withdrawal. If you have 
never made a gain, there is no— 


Senator Beaubien: But if you made a loss? 


Mr. Bunting: If you made a loss you can 
take it against income, exactly as in the 
White Paper. 


The Chairman: Then you support the capi- 
tal gains tax where losses are not necessarily 
tied into gains, and can only be written off 
against gains. You believe losses can be writ- 
ten off against earned income? 


Mr. Bunting: We give you an option here. 
Tf you take the _ straight realization 
approach—in other words, simply assume 
there is no five-year revaluation—if you sell 
something and make a capital gain, then it 
would be directly against that. If you take a 
loss it could be against income. That is what 
they say. On the other hand, if it is in the 
account, if you never make a gain, then it 
could be a loss against income. But if you 
make a gain at any point in that account and 
then take a loss, it is against the gain. 


Senator Beaubien: Suppose I put some 
money in and I have a loss of $10,000 and I 
take out the money I had in the account. I 
write off the $10,000 against my income so I 
get most of it back. I take the money I took 
out, and suppose I just leave it on short-term 
notes, or something like that. Can I do that? 


Mr. Bunting: If you put it into short-term 
notes it would still be in your account. 
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Senator Beaubien: All right, then I will 
leave it in the bank. If I leave it in the bank 
and the bank gives me 6 per cent interest, 
can I do that? If you can do that you will be 
driving a great many people out of the 
market every time the market goes down, and 
it is stale. 


Mr. Bunting: The real point of the rollover 
account is that with the realization approach 
you always have to he considering the tax 
you pay whenever you buy a new security. In 
other words, you have to say to yourself, “If I 
sell this and pay the tax how much more 
would that other one have to pay me to make 
it worth while shifting my money to that 
security?” We are trying to make an 
approach where money will move as quickly 
as possible to the best possible spot, without 
having to make that kind of decision. It is an 
option. We suggest that it be an option, that a 
person can decide to go into a rollover 
account or simply stay on a realization basis 
and pay their taxes as they sell. It is strictly 
an option. 


Mr. Kimber: This is the same result; the 
proposition you put forward has the same 
result as the White Paper, and must surely be 
a concern to the revenue people. In the 
United States we have a great splurge of 
year-end selling to create losses so that it can 
be wiped off against income. 


Senator Beaubien: But they buy something 
else, so it is good for the broker. 


Mr. Kimber: They buy the same security 
on some kind of a buy back arrangement, so 
you get this pressure on the market, which is 
not particularly healthy, so people can get 
out. 


Senator Beaubien: If the market is down it 
is not healthy, but it is good for the broker- 
age business. 


Mr. Kimber: May I comment on that? I 
suppose everybody has some vested interest in 
some part of our life, economic or otherwise. 
We come here to try to be impartial, but 
certain things that we recommend would, I 
suppose, have benefits to brokers. However, 
we are trying hard not to put them forward 
for that reason, but for the overall economic 
benefit. 


Senator Connolly (Ottawa West): You have 
no need to worry about that. 


Mr. Kimber: Thank you, senator. 


Banking, Trade and Commerce 


Senator Phillips. (Rigaud): I was about to 
say that we are not interested solely in the 
vested interest. We are interested in a tax 
structure that will suit everybody, including 
the best. 


I find your approach somewhat confusing. 
You damn the White Paper with faint praise, 
and then end up by not accepting the integra- 
tion system. You go back to a capital gains 
tax, which is contrary to the general attitude 
that has been reflected here of having a flat 
rate, but you want a third of the profit 
included in taxable income. What I find inter- 
esting is the variation of the tax credit to fit 
in with the lower brackets as against the 
higher brackets. 


Having in chapter three definitely come 
out against the integration system and said 
that there are many items in the White Paper 
that are worthy of praise, would you indicate 
what other aspects of the White Paper this 
committee might well support in its recom- 
mendations? Because I do not think you deal 
with them. Your emphasis, which is proper, is 
in relationship to capital accumulation in 
regard to your activities. You emphasize gen- 
erally savings as gains expenditure, and all 
that sort of thing, and the economic sphere. 
Having abandoned the integration system and 
having dealt specifically with a proposed 
treatment of capital gains and dividends tax 
credits as well as partially praising the White 
Paper as containing some equitable aspects 
requiring consideration, what equitable 
aspects in the White Paper do you think 
require current attention by this committee 
by way of support? 


Mr. Kimber: I will limit my remarks to the 
capital market situation. We could personally 
have comments on higher exemptions, and so 
on on, with which I think we would agree. 
But they are not really capital market prob- 
lems. We think that in today’s climate in 
Canada there should be some form of capital 
gains tax. I think that Mr. Benson may feel 
he has accomplished a lot through the process 
of now having wide general acceptance by 
the business community. 


Senator Phillips (Rigaud): I am not direct- 
ing my question to that. You have dealt, in 
my opinion, ably and clearly with your pro- 
posed treatment of the capital gains and the 
indictment of the integration system. You 
have also given us proposed revisions in the 
treatment of the present dividend tax credit. 
As spokesman for this important institution 
have you any other observations to make for 
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the guidance of this committee on the overall 
economic picture from the point of view of 
proposed recommendations in the White 
Paper, or is that something you feel should be 
left to the taxpayers and you have just decid- 
ed not to deal with it, which I think we will 
understand if that is the case? 


Mr. Kimber: In areas outside the capital 
market we have refrained from commenting 
on that. One other point which I think is 
related to the capital market, although on the 
fringe of it, is the $35,000 figure. We do not 
feel that that benefit should be given to the 
large corporation. We feel it is equitable and 
they do not need it. When we speak of the 
small corporations the same argument might 
be made for small businesses. We accept the 
Carter definition of small corporations, and 
we feel that they should still have some tax 
incentives. 


Senator Phillips (Rigaud): Do you accept 
the definition from the point of view, not 
necessarily of what is a small corporation but 
that they should get special tax relief? Is that 
what you mean or do you accept the Carter 
definition of what is a small business? 


Mr. Kimber: We accept the definition of 
what is a small business. 


Senator Phillips (Rigaud): What is your 
definition of a small business? 


Mr. Kimber: Three million dollars gross 
revenue or $1 million assets. That was the 
Carter definition. 


Senator Phillips (Rigaud): You like that as 
a definition of a small business? 


Senator Cook: It is $10 million. The gross 
revenue is not less than $10 million. 


Mr. Kimber: Thank you, Mr. Senator. We 
saw no reason to quarrel with that. That is a 
figure which could be discussed in more 
detail. That is what the Carter Commission 
adopted and it seemed to us to be reasonable. 
Companies below that size, as you know, have 
difficulty in coming to the formal capital 
market to obtain capital. They do not have 
the facilities that the larger companies have 
and therefore they need some other means of 
generating capital. 


Senator Phillips (Rigaud): I think it is very 
comforting that you, in line with big business 
and who are representing a good many of 
them, take the position that the bigger com- 
panies do not need the lower tax credit. 
Imperial Oil took that position as well. 
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As a result of my questioning I have elicit- 
ed a conclusion that small businesses should 
receive a lower rate of taxation. I will come 
back to capital gains in a moment and a 
dividend tax credit which is the main thrust 
of your brief. Have you any other suggestions 
under the White Paper? 


Mr. Kimber: Those are all the points we 
discussed. 


Senator Phillips (Rigaud): I will come back 
to one question with respect to capital gains. 
You have made your recommendation and 
whether one agrees is beside the point for a 
moment, because we are here to listen. You 
have dealt with the question, as have many 
others, that the capital gains tax should be 
related in some form in terms of equity to 
estate taxation. How do you propose to bring 
that about when there is a jurisdictional disa- 
greement between the provinces and the fed- 
eral Government as to who should have the 
right to impose an estate tax? Until there is 
agreement between the federal and the pro- 
vincial governments on the subject matter, 
how can you possibly come up with a sugges- 
tion as to how we can get a reasonable syn- 
thesis between capital gains tax and estate 
taxes? 


Mr. Kimber: That is a problem which I 
think is even wider than the way you put it. 
I cannot quote the White Paper as being 
acceptable or workable. 


Senator Phillips (Rigaud): It should be 
dependent upon concurrence with the views 
of the provinces. In view of the fact that 
there is no such agreement, how can we pos- 
sibly deal with the subject matter of capital 
gains synthesis, as I call it, in the light of the 
parent disagreements which were reflected in 
reports from two provincial governments in 
the Winnipeg Conference a couple of weeks 
ago? 


Mr. Kimber: In my view and perhaps it is a 
personal one, I think an agrement is essential, 


but sitting on this side of the table all we can » 


do is make an assumption that an agreement 
will be worked out. 


Senator Phillips (Rigaud): Did you say so in 
your brief? I have not found it in your brief. 


Mr. Kimber: We did not comment on that 
aspect of it. The total tax picture that a cor- 
poration has to pay is what concerns the capi- 
tal market. The investor does not concern 
himself with whether 50 per cent of the tax is 
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going to the province and 50 per cent to the 
federal Government and 75 and 25. In so far_ 
as his investment dollar is concerned, he 
wants to know what the net picture is going 
to be. 


Senator Phillips (Rigaud): Is it fair to sup- 
plement your recommendations in respect to 
capital gains by the statement that the impo- 
sition of a capital gains tax should be condi- 
tional upon a concurrent working out of the 
problem of estate taxes with the provinces? 


Mr. Kimber: Yes. 


Senator Phillips (Rigaud): You would say 
that? 


Mr. Kimber: Yes, sir. 


Senator Cook: You say in paragraph 4, 
page 28... 


Mr. Kimber: We say that the capital gains 
tax and estate laws must be worked out joint- 
ly. I do not think that I could claim that I was 
directing this paragraph toward the question 
raised by Senator Phillips. I do agree with the 
question, and the answer is yes. 


Senator Beaubien: Mr. Kimber, you come 
out and say you do not think we should have 
capital gains. Have you a fairly good idea of 
what class of taxpayer the burden would fall 
on of capital gains? Have you studied that to 
some extent? 


Mr. Kimber: I would ask that Mr. Bunting 
answer that question. 


Mr. Bunting: As a general statement, it is a 
fair statement that the wealthier you are, cer- 
tainly with the realization approach, the less 
capital gains you will probably have, because 
you tend to have large blocks of securities 
which may be related to corporations with 
which you are personally associated, that roll 
on through the years. 

As brokers, we recognize that the smaller 
the account the more aggressive the person 
tends to be. I do not think there have been 
any studies done on this by a _ university 
professor or anything like that; but we know, 
from our experience, that the smaller the 
account, they always think they can build it 
up and they always work to build it up, while 
the bigger account goes rolling along. So in 
the case of an equity point of view you might 
say the burden is with the smaller investor 
rather than on the very large investor, par- 
ticularly with the realization approach. 
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Senator Benidickson: And, from the point 
of view of the income taxpayer, you may say 
that the bulk would be—you may have your 
own description—what we have been discuss- 
ing as the “middle income taxpayer”. 


Mr. Bunting: Yes. 


Senator Beaubien: Mr. Bunting, to follow 
up that middle income taxpayer, from the 
studies we have made, he is already paying 
30 per cent more in income tax than the 
equivalent American. So it is surprising that 
you would suggest that we start a new type 
of tax—when our people are already taxed a 
good deal more than the American. That is 
what surprises me, that you suggest we have 
a capital gains tax, a definite suggestion that 
we have one. I do not see any equity in that 
suggestion. 


Mr. Bunting: I suggest the argument would 
be that there is no equity in loading it on to 
the fellow who is already carrying it. There is 
a feeling abroad in the land that it is inequit- 
able that some people make gains and have 
additional purchasing power on which they 
do not pay tax. We, I guess, accept that feel- 
ing and, as a consequence, tried to figure out 
how we could recommend a system which 
would be less damaging to the capital market. 


Senator Cook: Would it be fair to say that, 
with the extra expertise of the income tax 
collector and with the development of juris- 
. prudence, less and less capital gains are 
escaping tax, in these days? 


Mr. Bunting: Absolutely. 


Mr. Kimber: That is true. There is the 
great concern people have shown about the 
land speculator who makes the capital gain. I 
think that people who practise law, especially 
in a city like Toronto, know that that just 
does not happen any more. 


The Chairman: It has not happened for 
some time. 


Senator Beaubien: I cannot understand the 
Toronto Stock Exchange making the recom- 
mendation based on the point that people are 
escaping something. 


The Chairman: Except, Senator Beaubien, 
there might be this way of looking at it. 
There will always be some people who will 
make capital gains; and capital gains are 
looked on as another source of income for the 
tax collector. The point you are making, sena- 
tor, is a good point—that is, that there may 
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be a group that you would ordinarily expect 
is the group that would participate in the 
production of capital gains, but the taxation 
system is such, or is supposed to be such, that 
they will not have the capacity to do it. 

As I understand Mr. Bunting, all he is 
saying is that, to the extent that there is 
capital gain it is a source of income, “another 
source of income, and therefore we support 
the theory”. 


My own view at the moment is that the 
capital gain consideration has got beyond the 
stage of economics, or where you levy tax, 
and has got into a political area where the 
public is convinced that it is a source of 
income and that something should be done 
about taxing it. 


Senator Cook: Would it be fair to say that 
the witness is accepting it, but not advocating 
rh ae 


The Chairman: Yes. 


senaicr Beaubien: The witness did not say 
that. 


Mr. Kimber: In appropriate cases—perhaps 
in many cases—there may be a capital gain. 
In this, I am going a long way along the road, 
for the president of a stock exchange. 


We have thought that people should be 
encouraged to get into the savings stream, 
and that there should be tax incentives for 
the small income person, more than exists in 
the retirement pension plan, and so on. 
Because we feel that saving is a good old 
fashioned virtue, we still believe in that, and 
we think the country needs more capital, par- 
ticularly if we want to Canadianize our 
industry, which we think is a good thing to 
practice. But for the small investor or the 
small saver there should be some advantage 
given to him. We do not set out what that 
should be, but we think it should be along the 
same lines as the retirement savings plan or 
things of that nature, so that he would not be 
paying capital gain as a small investor. 


Senator Phillips (Rigaud): Mr. Kimber, I 
would like to put this question to you and 
your colleagues. I think the general import of 
the point you touched on, and that the chair- 
man touched on, is that there is a feeling that 
possibly we should have a capital gains tax. 
But there also is a stronger feeling against 
“deemed to be” taxation on valuation that is 
not related to realization—to meet the objec- 
tion we are all struggling with, business roll- 
overs and that sort of thing—which creates 


t 


(36.: 14 


complicated problems. Have you given con- 
sideration to the feeling I had, which has 
gone through my mind at least, that we 
introduce the necessity of capitalizing undis- 
tributed unearned income, particularly in 
holding companies, when such unearned 
income is not needed for the normal purpose 
of carrying on the business. In fact, going 
back to the old section 13 of the so-called 
Income (War Tax) Act, which gave the minis- 
ter the right to cause distribution to be made, 
or failing which there would be deemed to be 
distribution. 

We have that in a section of the law, in 
section 105, where there can be a flat rate and 
you can capitalize surpluses. It would appear 
to me to be more desirable that we introduce 
the provision that, at the end of every five 
years, undistributed unearned income in hold- 
ing companies be subject to capitalization 
under our present section 105; and in that 
way bring about a tax resultant by way of 
revenue to the Government. And we avoid 
the concentration of undue capital in too few 
hands. 

That seems to be a much more reasonable 
approach, rather than worrying about things 
like roll-overs and the like. I think that in 
respect to capital gains, if we merely said 
that the tax is applicable, whether it be a flat 
rate or one-third brought into income, as you 
suggest, we still have to deal with problems 
of accumulations of income on an inequitable 
basis, aS distinct from a capital gains tax. 

Could I get your reaction to that idea? 


Mr. Thorburn: Would this necessitate a 
definition of the use of the capital, senator? In 
your view, would one be justified by saying 
that this is for some special purpose? 


Senaior Phillips (Rigaud): No, we would 
just take the position that we are not playing 
around with commercial companies, industrial 
companies, manufacturing companies, and 
getting involved in ministerial discretions as 
to whether these moneys are needed, but just 
dealing with holding companies... 


Senator Benidickson: May I ask our emi- 
nent corporation lawyer, whom I respect so 
much, what is a holding company? Is _ it 
defined in the Income Tax Act? 


Senator Phillips (Rigaud): Yes. I would 
define a holding company as being the 
reverse of what I said to be an exempt com- 
pany, a company that is not engaged in com- 
mercial or industrial manufacturing opera- 
tions. 
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Senator Benidickson: I would say a holding 
company could be a parent company that 
holds resources rather than distributing its 
surplus for the purpose of financing, when 
required, its subsidiary. 


Senator Phillips (Rigaud): First of all, 
Senator Benidickson, I will try to answer 
your question: what is a holding company? 

I am directing myself to the question of 
concentration of savings which have not been 
the subject of tax beyond the original corpo- 
rate tax because of the exempt income. I am 
speaking of exempt income from one Canadi- 
an company to another or from income 
coming in from foreign sources on the 25 per 
cent equity holding rule. 

It would appear to me that it would be 
more logical to deal with the subject matter 
of constructive distribution of surplus on the 
payment of a flat rate which, after all, would 
not be too great whether it be 50 per cent or 
any other way under section 105 and, in that 
way, meet public criticism of undue concen- 
tration of capital in terms of yield which 
have not been subjected to taxes. 

That strikes me as a more effective answer 
to integration than any other way. 


Mr. Bunting: We did not specifically state 
what you are saying because it seemed to be 
an unreasonable idea in that specific case 
although I agree with Senator Benidickson. 
You have to wonder why the money is being 
kept. You might get into some sort of trouble, 
I would imagine. 


Senator Phillips (Rigaud): The money is 
usually kept so as to make more money on it. 


Mr. Thorburn: It would be a deterrent to 
re-employ this money such as in the far north 
area where it may be successfully employed 
in development. 


Senator Phillips (Rigaud): That is exactly 
my point. In the payment of a flat rate you 
get the wealth in Canada capitalized, and 
maybe it can be used for investment, and you 
get incentives for expansion. In that way you 
have better equilibrium between foreign capi- 
tal coming into the country, I would say. 


Mr, Thorburn: It would continue to hold. 


The Chairman: There would only be a con- | 
structive payout. 


Mr. Thorburn: A constructive payout, yes. 


The Chairman: That is the 15 per cent. 
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Senator Phillips (Rigaud): Yes. If we are 
going to get 15 per cent we would have to 
pay out grants. Here it is simply a flat rate 
where the revenue gets money and you create 
a huge reservoir of capital for investment. 


The Chairman: You have done it in relation 
to actual funds and not as a deemed 
realization? 


Senator Phillips (Rigaud): Exactly. You are 
now dealing with the position where earned 
surpluses bear no relationship to liquidity, 
but on the holding company it does. 


Senator Connolly (Ottawa West): Mr. 
Chairman, I think the gentlemen of the stock 
exchange can be asked the other question, 
because I think they are in a rather objective 
position. We have had a good deal of discus- 
sion here on extractive industries such as the 
mining industry and the oil industry. They 
take a very dim view of the withdrawal of 
the incentives they have enjoyed. They feel 
that if the provisions of the White Paper 
prevail their industries will be very adversely 
affected to the point where they will go else- 
where and there will not be the development 
particularly in the remote areas of Canada 
through private auspices that would obtain 
under the present law. 

I am thinking particularly of the three-year 
exemption and the depletion; and at the other 
end of the depletion system, as a principle it 
should be maintained in the Income Tax Act. 

Now, from the point of view of the invest- 
ing public in Canada, would you care to 
express any views about the criticisms they 
have offered, not specifically but about the 
general questions they have expressed on that 
point? 


Mr. Bunting: Senator, we think that we do 
generally agree here, without getting into 
specifics, with the argument that is being 
made by the mining companies. We particu- 
larly feel that the question of regional devel- 
opment is an important one and that you can 
create a situation of neutrality so that you 
know, in fact, where money will not go. 

There has been an incentive built into our 
original system for companies to go there. We 
feel, as an exchange, and as stated here, that 
it would be unfortunate if that incentive in 
some reasonable form is not maintained. 


Senator Connolly (Ottawa West): Are you 
talking particularly about unearned deple- 
tion? if 
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Mr. Bunting: I do not think we want to go 
into specifics, but there is one point in what 
you are saying that I would like to go into 
which relates to the shareholder of the com- 
pany. What is happening now under the inte- 
gration scheme and what affects regional 
development is that the incentive is given at 
the corporate level for the company to go into 
one of these areas and the company pays a 
lower tax rate. 

It turns around at the shareholder level, 
because the company has paid a lower tax 
rate, and grosses up so that the effect is less. 
In essence, you take away at the shareholder 
level the incentive you intended to give at the 
corporate level. 

We feel very strongly that this is a mistake 
and that it tends to offset the purpose; that is 
the point we made earlier. We agree with 
many of the things that they are trying to 
accomplish. Here is a case where, for techni- 
cal reasons, what they suggest actually works 
against what they are trying to accomplish. 


Mr. Thorburn: If I may elaborate a bit, it 
seems anomalous to us, sir, that our provin- 
cial and central governments provide incen- 
tives for plants to be developed in isolated 
areas or redeveloped areas by offering sub- 
stantial amounts of capital—very, very large 
amounts in toto—and yet these plants must 
be operated by people who have a real incen- 
tive to contribute some of their own capital 
and match it up in part with capital from the 
public sector. 

At the same time, we are keeping him 
interested in growing and expanding, but we 
withdraw some of the incentives from what 
comes out at the end of the pipe. Therefore 
we sort of give in one way to encourage it, 
and we reduce the encouragement in another. 

In particular with a major deficit in our 
capital existing, it is essential in our view 
that the incentive be very strong for him to 
use his capital and work as hard as he can to 
increase it so that he may provide a better 
background for utilization of manpower 
which would result in a larger capital base 
down the road. 


Senator Connolly (Ottawa West): Would 
you agree generally with the proposition that 
an incentive is more effective if it is given to 
the private sector through the Income Tax 
Act than if it is given to the private sector by 
way of grants, such as you describe through 
regional and economic expansion. 
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Mr. Thorburn: I would say, sir, that the 
assistance that comes from governments is 
essentially because of a lack of sufficient capi- 
tal in the private sector to instigate plants or 
developments of this kind at the grass roots 
stage. I think a combination of the two is 
essential. The operator must still be deeply 
involved to make it work, but you cannot do 
that without a combination of capital from 
both sources. 


The Chairman: But, Mr. Thorburn, the dif- 
ference between giving a subsidy and provid- 
ing an incentive in connection with earn- 
ings—where you can keep a part of your 
earnings free of tax—seems to me to be a 
very simple one. If the Government gives a 
subsidy, they have to raise the money from 
some place, so everybody else is paying for it. 
On the other hand, if they give a tax holiday 
or a depletion allowance, the company has to 
earn it, or it is not worth while. So, in the 
private sector, if you give them an incentive, 
they must earn it. Now, under the present law, 
if they do not earn enough to take depletion, 
they just do not have it and they do not carry 
it forward. It is gone forever. The history of 
many of the oil companies has been that they 
have not been able to earn enough to use the 
depletion allowance. The Hudson’s Bay people 
told us that 1969 was the first year in which 
they earned enough to take the depletion 
allowance. If it were a subsidy, of course, the 
money would be going in in any event and 
the rest of the taxpayers would be providing 
that money. So it seems to me that the incen- 
tive in this form is a much better way of 
doing it. 


Mr. Thorburn: Yes. 


Senator Connolly (Ottawa West): Would 
you agree it is a much more efficient way? 


Mr. Thorburn: Yes, I would. 


' Senator Cook: On this point of regional 
development, Mr. Chairman, which is men- 
tioned on page 47, you say: 

In addition to attracting substantial 
quantities of capital to Canada, these 
extractive industries have made an enor- 
mous contribution to opening up previ- 
ously undeveloped sections of Canada. 


I wonder if one of the witnesses would care to 
indicate what some of these sections are. 


Mr. Bunting: Certainly; you can look at the 
Northwest Territories near Whitehorse and 
the new Imperial Mines up there, and also in 
northern British Columbia. 
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Senator Cook: I think this is very impor- 
tant on the economic effect if it is correct. So, 
what areas and what companies do you 
include in this comment about having made 
enormous contributions to opening up previ- 
ously undeveloped sections of Canada? 


Mr. Bunting: Well, taking northern Manito- 
ba, we can specifically mention the big nickel 
mine—International Nickel—and Sheritt Gor- 
don’s for one. Then there is the Thompson 
Mine of International Nickel. Both of those 
are well up and away from the general areas 
of population. Then you can take the new 
Imperial Mine up north of Whitehorse. 


Senator Connolly (Ottawa West): Why don’t 
you take one in Newfoundland and make 
Senator Cook happy? 


Mr. Bunting: I am trying to. You can take 
the new mine in Newfoundland. There is just 
a whole series right across the country. 


The Chairman: Not forgetting the Labrador 
development. 


Mr. Bunting: Yes, the Labrador develop- 
ment—the iron ore. 


Senator Cook: And the copper mine? 


Mr. Bunting: This is an interesting question. 
There is much more in the heartland that is 
still a developmental situation. 


The Chairman: And the tar sands in 


Alberta? 


Mr. Bunting: Yes, the tar sands which have 
never made any money. 


Mr. Thorburn: The pulp and paper compa- 
nies in New Brunswick are a good example. 


Mr. Kimber: I think you can go to almost | 
every province in Canada and pick out exam- | 
ples where new areas have been developed by | 
mining and oil companies. 


Senator Phillips (Rigaud): Fortunately, | 
having mentioned Newfoundland, you do not | 
have to proceed any further. 

I am going back to the dividend tax credit 
because your claim there intrigues me, and I 
quote from page 22: 

We recommend the adoption of a grad- | 
uated dividend-received credit 
rates ranging from, say, 25% for low- | 
income investors, to possibly 15% for © 
high-income investors. Such a credit | 
would cost the Treasury approximately | 
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the same as the existing 20% credit and 
be substantially less costly in terms of 
revenue loss than would be the relief 
proposed in the White Paper. 


My question is this; have you any evidence 
that prompts you to say that the cost to the 
Treasury, under the present plan, would be 
approximately equal to the present 20 per 
cent tax credit, or is that a general expression 
of opinion? 


Mr. Bunting: We specifically worked it out. 
Our economists worked it out that it would in 
fact be equal to the present system and would 
cost $200 million less than integration and 
that is why we suggested the $200 million. 


Senator Phillips (Rigaud): Do you have that 
study? 


Mr. Buniing: We could make it available, 
sir. 


Senator Phillips (Rigaud): I would like, Mr. 
Chairman, that when it is received it should 
form part of this presentation with the per- 
mission of the gentlemen here. 


The Chairman: 
senators? 


Is it agreed, honourable 


Hon. Senators: Agreed. 


Senator Hays: I would like to ask a ques- 
tion, Mr. Chairman, but first I would like to 
make an observation. It has taken Canada 
about 400 years to reach $43 billion of gross 
national product, and in the last ten years, we 
have almost doubled that; we lie about fourth 
or fifth in exports in a competing world and 
We are second so far as the standard of living 
is concerned. For the last two years, if the 
predictions of the Minister are correct, the 
federal Government will have had two sur- 
plus budgets. Therefore, would you suggest 
that this is the time to rock the boat, when 
Canada is in this position? Would you sooner 
live with the old tax system or would you 
sooner try out some of the things you advo- 
cate as being good in the White Paper? 


Mr. Bunting: Well, one of the interesting 
things in the exercise we have just gone 
through is that we started, I believe, with a 
relatively open mind and we said we were 
going to be constructive and look at this thing 
to make the system work. But, surpris- 
ingly—at least to us—after looking through 
it, we came to the conclusion that the system 
we already have, which had developed by bits 
ind pieces throughout the years and, I guess, 
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was designed to encourage growth because 
Canada was not a_ growing nation—it 
increasingly looked like a pretty good tax 
system. Now this was not the thought we had 
at the beginning; we simply did not know. 
We thought it was probably a hodge podge. 
However, we do think that there can be 
modifications made to the current tax system 
such as the sliding scale on the dividend 
credit which creates a slightly more equitable 
Situation. We do think that there are a 
number of things of this sort that can be done 
which, in essence, make our current system 
more equitable. We would not object to that, 
but we do feel very strongly that we should 
not overnight try to implement a system that 
would upset people, rightly or wrongly, 
because many people get upset without really 
knowing the facts of the situation. The only 
fact that you are sure of is that they are 
upset, and this affects their economic deci- 
sions. So, we recommend in here that we go 
forward carefully and that we do things by 
stages. 


Senator Hays: You think there should be 
some slight changes? 


Mr. Bunting: Yes. 


Senaior Hays: But do you think in the next 
ten years, under the proposals of the White 
Paper, that Canada will again double her 
Gross National Product and will be as com- 
petitive in the export field? 


Mr. Bunting: The figures that I have seen, 
and that perhaps you have seen, indicate that 
the rate of savings could conceivably drop by 
rather frightening figures. If this is the case, 
one would assume that Canadian consumption 
would increase and that our savings would 
decrease. We would have to get the capital 
from somewhere. The possibility we would 
not be able to get foreign capital in the next 
few years quite as easily as we have in the 
past is very great, and the fact there is the 
high probability we would not be able to 
accomplish as much as we have. But, in fact, 
qa careful reading of the figures also indicates 
that Canada has not gone forward in the last 
few years as quickly as many other countries. 


Senator Hays: What countries? 


Mr. Bunting: Well, take Japan. It has a 
personal savings rate of 20 per cent. We feel 
very strongly that there is a correlation 
between such a savings rate and the fantastic 
rate of growth of that economy. 
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Senator Hays: Would you prefer to have 
that sort of standard of living? 


Mr. Bunting: I think it is a fair statement 
that the Japanese standard of living has 
improved very greatly since the war, despite 
the fact that they have been willing to save a 
lot to achieve things. They have a national 
mentality which is quite different from ours, 
and we are never going to be able to get 
people to do what the Japanese are Going; but 
we certainly do not want to bias the system 
so that we are nowhere near doing what the 
Japanese are doing. 

What we, in essence, are saying in our brief 
is that we feel that the White Paper biases 
the system too greatly against savings, and 
we want to encourage Canadians to invest in 
growth type companies. This is why we are 
against integration and in favour of a divi- 
dend credit, because the integration proposal 
pushes us into buying companies from the 
past, into buying back the past, whereas what 
we really want to do is have people buy 
growth type companies. 


Therefore, we would also, using our propos- 
al, like to shift the savings on the integration 
proposal so that the capital gains tax could be 
less, because we feel that we want to support 
the creator, the fellow who in his own life- 
time goes out and uses his money to do some- 
thing constructively. Frankly, we are not too 
worried about the conserver. We all know 
that in England it is possible for these very 
large estates, with a little judicious planning, 
to pass from generation to generation. The 
money is not used too constructively and just 
flows down through the years. This is why we 
are willing to say that we would like to see a 
roll-over account, and we would be happy to 
see deemed realization at death in order to 
get this, but we want to favour the creator as 
against the conserver. We also want to favour 
the saver as against the consumer. 


The Chairman: Mr. Bunting, I was wonder- 
ing if you would clarify this for me. You said 
that the dividend tax credit plan that you 
propose would, I think your language was, 
cost $200 million less than the integration 
proposals. 


Mr. Bunting: Yes. 


The Chairman: In the White Paper they 
make a calculation that the integration 
proposals, if carried through, would produce a 
minus in tax revenue of about $140 million. 
How do I relate that? Do you mean that your 
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dividend tax proposals will produce more | 


revenue? 
Mr. Bunting: That is correct. 
The Chairman: There will be a plus? 


Mr. Bunting: In essence, the income to the 
Government will be greater under our 


proposal than what is recommended in the 
$200 million that 
theoretically goes to Canadian shareholders. — 


White Paper. This is 
What we are saying is that we, representing 


these people—our personal view, 


have a system that will encourage Canadians 
to go into growth type situations. Frankly, we 
believe that in the long run everybody will be 
better off: the country will be better off; the 
people who invest will be better off; and we 


will have bought the future and we will not 


have bought back the past. 


The Chairman: Yes, but is that $200 million 
that you are talking about tax revenue? 


Mr. Bunting: It would be tax revenue for. 
White Paper 


the Government under the 
proposal. 


The Chairman: But under your proposal for | 


a dividend tax credit as against the integra- 
tion, what is the $200 million? Is it tax reve- 
nue or income, or what? 


Mr. Kimber: Under 
proposal the Government will lose $140 mil- 


the — 
Exchange’s view is that as a group we are — 
willing to forego that $200 million in order to— 
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lion. Under our recommendation they would 
not lose the $140 million and would pick up 


something over an additional $60 million, so 


there is a benefit to the Government. I sup- 


pose one must think that this has a disadvan- 
tage to some taxpayers, but the Government 


will have a net position $200 million better 
under our recommendation than they would 


under the White Paper integration proposal. 


The Chairman: The reason the White Paper 
gives for abandoning the dividend tax credit 
is that shareholders of companies which do 


not pay any corporate tax get the benefit of 
this. What comment do you have to make on 
that? 


Mr. Kimber: There is considerable logic in 


the thinking that went behind the White 


Paper proposal, but the result is not logical, 
in my view. | 


The Chairman: Why? 


: 
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Mr. Kimber: I suppose we save three types 


'of companies in Canada: ones that pay no 


dividend; ones that pay dividends but do not 


pay any taxes or do not pay sufficient taxes; 
and ones that pay dividends and _ sufficient 
tax. The White Paper proposal only gives the 
benefit to that third class of company. In fact, 
that is our more mature, stable company. So, 
all the bias is directly along that one line, and 
that is quite a substantial bias. 


We say: Let us move back to our present 


| system which directs the money towards two 
out of those three types of company. The 
additional bias the White Paper has given is 


again in favour of that third class of compa- 


ny, because of the imposition of a capital 
_ gains tax. So we say: Reduce the capital gains 
tax; that reduces the bias. And reduce the 
| bias by going back to the dividend tax credit. 


This does not answer your question, in that 
why should you give a tax credit to a compa- 
ny which is not paying taxes? But what are 


we attempting to do? 


Senator Phillips (Rigaud): At least it miti- 


gates the criticism directed by the Govern- 


ment because, in the final analysis, they 


improve their position by $200 million as 
against the proposed plan. 


Mr. Kimber: That is right. 


Senator Phillips (Rigaud): At least, it does 


that. 


The Chairman: We have had some expres- 
sions of opinion as to whether you should 
limit the dividend tax credit to dividends 


paid by companies that pay corporate tax. 


Mr. Bunting: From a shareholder point of 


view you really do not care whether the com- 


pany is paying tax or not. The question is: 
Why is the company not paying tax? Very 


often, as was stated over here, the company is 
‘not paying tax because of some specific incen- 


tive that has been given to the company. 
The Chairman: Yes. 


Mr. Bunting: The effect is that it is illogical 
when it works out because the effect is that 
you give an incentive to the company which 


you take away at the shareholder level. As a 


consequence, the shares drop in price. If the 


company wants to go out and raise money in 


order to carry on up in that area where it has 
been given an incentive to go, it raises that 


“money at a lower price than would otherwise 
be the case. We recognize that this is in 


essence an incentive, a form of incentive, and 
we are in favour of that particular incentive. 
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The Chairman: I refer you to page 47 of 
your brief where you talk about regional 
development. I think this goes back to some 
questions that Senator Hays was asking you. 
You will notice that at the bottom of page 47 
under the heading “Regional Development”, 
you say: 

We are concerned by the cavalier way 
in which the White Paper suggests that 
any adverse effects upon investment may 
be offset by resort to appropriate mone- 
tary and fiscal policies. 


We were discussing this when we were talk- 
ing about subsidy versus depletion allowances: 
and tax holidays, where the person who gets: 
the incentive has to earn it. What is your 
answer to the suggestion of the Government 
that there are other ways or appropriate 
monetary and fiscal policies which might 
achieve the same result. What could they 
possibly be other than subsidies or increased 
capital cost allowances? 


Mr. Bunting: We would not have included, 
at least by our definition or what we under- 
stood when we wrote it, subsidies as part of 
monetary and fiscal policies. This is not our 
understanding of what they mean. It strikes 
us that monetary and fiscal policies are a 
macro-economic subject that sweeps with a 
broad brush across the entire country. Obvi- 
ously, specific payments to companies and tax 
incentives work at the specific level at which 
you are trying to work, and that is why we 
are saying that these macro-economic things 
are not terribly effective on a regional basis, 
and this is very obvious at the present time 
where we have a policy that is obviously 
hurting some parts of the country much more 
than others. 


Senator Connolly (Ottawa West): The 
Chairman was ‘very specific in his question 
because he said: ‘“‘What monetary and fiscal 
policies could be adopted?” Frankly, I am ata 
loss to know. When the Bank of Canada 
starts to implement monetary and fiscal poli- 
cies—and presumably they are the people 
who originate them, together with the officials. 
of the Department of Finance—what mone- 
tary and fiscal policies can they impose? 


senaior Phillips (Rigaud): May I suggest 
deficit federal financing and the use of the 
funds by government for expansion. 


Mr. Bunting: Yes, I suppose so. 


Senator Phillips (Rigaud): That would be 
one funny phoney way of doing it. 


t 
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The Chairman: Senator, you used both 
words “funny” and “phoney”, did you? 


Senator Connolly (Oitiawa West): Yes, it is 
the funny and phoney things that we want to 
get out of the economy. I do not think there is 
anything that upsets the business community, 
or indeed the people at large, more than that 
kind of tinkering with the monetary and 
fiscal and economic system. But, is there a 
valid alternative to monetary and fiscal policy 
that you can suggest? 


Mr. Kimber: The people in the Tax Depart- 
ment, and the advisers to that department, 
are more ingenious than we are. We say that 
this may well be true, but we suggest it 
would be difficult to do. Frankly, we have not 
been able to suggest how to do it with mone- 
tary and fiscal policy. Perhaps they have 
some solution. 


The Chairman: You know, Mr. Kimber, 
they have a regional development program 
which involves pumping money _ into 
depressed areas, and the giving of grants for 
the establishment of new business in those 
areas. They used also to give the alternative 
choice of a tax holiday for three years. I 
realize that there is no logic in taxation— 
there: is. no logic, perhaps, in politics; it 
may be expediency that matters—but how 
you justify giving a tax holiday for the estab- 
lishment of a new business in a depressed 
area, and then saying that a mining company 
that opens up an area like Labrador is not 
entitled to a tax holiday, I find difficult to 
understand. Did you conclude that they were 
referring to policies that they have for open- 
ing up depressed areas? 


Mr. Kimber: No, we took this as having a 
wider meaning in the way of some general 
monetary and fiscal policies, and not the 
regional development programs. 


Senator Cook: In view of the discussion, 
would you withdraw the words “This may 
well be true...”, and leave the rest in. 


' The Chairman: Yes, I am wondering wheth- 
er those words are surplus. 


Mr. Bunting: I think so. 
. The Chairman: Do you withdraw them? 
Mr. Kimber: Yes, sir, we will do that. 


Senator Phillips (Rigaud): I would like to 
put two questions, because we obviously have 
very knowledgeable people here. 
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It has been suggested that the withholding 
tax in respect of payments made to non-resi- 
dent creditors on funded debt, or debt gener- 
ally, be eliminated on the theory that that 
would invite foreign capital to come in on the 
basis not of equity absorption but on the basis 
of creditor status. May we have your reaction 
to that? 


I will put my second question now so that I 
shall not have to ask the chairman again to 
give me the floor. On the capital gains tax 
you have suggested, contrary to the general 
opinion expressed, that one-third of the capi- 
tal gains be incorporated in taxable income. 
Unless I missed something, I am assuming 
that that goes into the graduated rates, even 
though the net result would be a resultant tax 
on capital gains in excess of 25 per cent. I 
think we should like some clarification on 
that point. 


Mr. Kimber: On your first point, sir, we 
recommend that the same treatment be given 
to corporate bonds, corporate debts and 
securities, as are given to Government bonds 
—that the withholding be removed. 


Senaior Phillips (Rigaud): On the interest? 
Mr. Kimber: Yes, on the interest. 

The Chairman: That is the present law. 
Senaior Beaubien: No. 

Mr. Thorburn: Not on corporation bonds. 
The Chairman: But on Government bonds. 


Mr. Kimber: On Government bonds there is 
no withholding tax. We say the same treat- 
ment should be given to corporate bonds. One 
of the reasons why we recommend that is 
that for the overall national good it is better 
to finance our development by debt rather 
than by equity. One of the reasons for this is 


that there are so many tax-free investment 


pools of capital, in the United States particu- 
larly, which are not the least bit concerned 
about getting tax credit because they do not 


pay any tax. So, those pension funds, univer- | 


sity funds, and those thousands and thousands 
Givi, 


The Chairman: Labour funds. 


Mr. Kimber: Yes, labour funds. They do - 


not get the benefit of the withholding tax ' 


down there. Therefore, the Canadian corpo- — 
rate bonds are not attractive to them. So, we | 


recommend that the same treatment be given | 
to corporate bonds as is given to Government | 


bonds. 


sufficient revenue would be 


Banking, Trade and Commerce 


Senator Phillips (Rigaud): 
brief? 


Mr. Kimber: Yes, it is in our brief, sir. 


Is that in your 


Senator Phillips (Rigaud): Then I am sorry 
for asking the question. 


Senator Beaubien: Mr. Chairman, I have a 
question on the same point. Have you made 
an estimation of what it would cost the Gov- 
ernment if that withholding tax on corpora- 
tion konds were eliminated? 


Mr. Kimber: I have heard a figure but have 
not verified it. It is in the order of $150 
million. 

I suggest that whatever the expense it 
would be well merited. 


Senator Phillips (Rigaud): Is that specified 
in a recommendation in your brief? 


Mr. Kimber: It is at page 24. 


Senator Connolly (Ottawa West): In effect, 
Mr. Kimber, you are saying that this appears 
to be in line with a number of public discus- 
sions that have taken place. You want to 
make it more attractive for the foreign inves- 
tor to invest in debt investment in Canada 
rather than in security investment. 


Mr. Kimber: That is right. With regard to 
the capital gains approach, we suggest that 
one-third of the gain be taken into income 
and the graduated scale applied. 


If there were a maximum of 50 per cent, 
under our rule the capital gains tax would be 
just under 17 per cent. However, we make a 
point with respect to the five year transition 
period where the capital gains tax under the 
White Paper proposal would be as high as 82 
per cent. A capital gain might be realized in 
year one and 82 per cent paid because that 
will still be the maximum income rate at that 
time. Therefore we suggest it is completely 
inequitable. The Government refers to a max- 
imum rate at 50 per cent, yet the taxpayer in 
the first five years may well be paying much 
more than that. 


The Chairman: Mr. Kimber, my calcula- 
tions indicate that if rather than attempting 
to reduce the 82 per cent in high brackets to 
50 per cent, which the White Paper estimates 
would cause a loss of revenue of approxi- 
mately $40 million, the rate were reduced to 
$40,000 at 55 per cent instead of 50 per cent 
recovered to 
offset the reduction. An increase of 5 per cent 
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in the rate on $40 million would recover $35 
million. 


Senator Connolly (Ottawa West): And there 
would still be a tax reduction. 


The Chairman: Yes. 


Mr. Kimber: Did you take into account the 
fact that there would be more capital gains 
taxes received during the first five years? 
Obviously if the tax rate is 82 per cent, 
people will postpone. 


The Chairman: This could be done immedi- 
ately because it would be known that the tax 
revenue would be provided to make up for 
the drop in the rate. 


Mr. Bunting: Carrying the locking-in effect 
of the five years even further, the question 
arises why would a capital gains rate of 17 
per cent be recommended? It appears that on 
the one hand you are in favour of capital 
gains and on the other setting a rate which is 
unreasonably low. 

The New York Stock Exchange carried out 
a study on capital gains which indicates that 
if the rates had been lower in fact the turn- 


over would have been greater and the 
income to the Government higher. 
Their figures were suspect, so the U.S. 


Treasury Department reworked the study, 
arriving at even higher figures. They said the 
New York Stock Exchange had been too con- 
servative in their estimates. Therefore a low 
capital gains rate tends to mitigate against 
the locking-in effect as well as conceivably 
giving greater income to the Government. 


The Chairman: Do you have a copy of that 
study? 


Mr. Bunting: We can make it available, 


The Chairman: Would you have _ the 
reworking by the Treasury Department? 


Mr. Bunting: I would have to check as to 
the reworking. 


The Chairman: Could we have it reasona- 
bly soon? 


Mr. Bunting: Yes, sir. 


Senator Connolly (Ottawa West): The 
people in the United States could take their 
gains with the tax rate lower more regularly, 
re-invest and hopefully receive a further 
capital gain, even though they had to pay a 
smaller tax. 
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The Chairman: There might not be suffi- 
cient run at the end of the year to create tax 
losses. 


Senator Connolly (Ottawa West): Exactly. 


The Chairman: In discussing the small busi- 
ness, Mr. Bunting, you gave an indication of 
your concept of $3 million gross revenue. 


Mr. Kimber: I was confusing the $3 million 
with the figure you gentlemen discussed in 
connection with the Canada Corporations Act. 


The Chairman: We have not considered the 
amendments to the Corporations Act. 

We have had quite a number of associa- 
tions appear here, such as the Retail Hard- 
ware Association, the B.C. Forest Products 
Association, and quite a number of others, 
all of whom represent large groups of small 
business. 

We asked them for a fair definition of a 
small business for purposes of the 21 per cent 
rate. It was suggested almost unanimously 
that it should be defined on a net profit basis, 
the suggested limit ranging from $50,000 to 
$100,000. 

What comment would you make if we 
decided that a small business should be 
defined as one earning not more than $100,000 
in order to qualify for 21 per cent on the first 
$35,000? 


Mr. Kimber: Considering it from the capital 
market position we would require a company 
to have a net profit of $100,000. 

Perhaps Mr. Lawson, who is the chairman 
of our listing committee, would speak to this. 


Mr. D. G. Lawson, Vice Chairman, Board of 
Governors, the Toronto Stock Exchange: We 
require $1 million of net tangible assets when 
a company comes in under a record of earn- 
ings. We do accept some companies which do 
not have a record of earnings. However, the 
record of earnings requirement is $100,000 in 
their latest year and an average of $100,000 
net profit in three out of the last five years. 


Mr. Kimber: That indicates that a company 
at the $100,000 level of net profit would have 
a reasonable opportunity of financing in the 
capital market. 


Senator Phillips (Rigaud): It approximates 
the definition of a small business for equity 
purposes of at least $75,000 or $100,000. 


The Chairman: If you can list, you have 
some possibility of financing. Therefore on a 
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net profit definition it should be a figure 
below $100,000. 


Mr. Kimber: There seems to be considera- 
ble logic in that approach. 


Senator Cook: Is that profit before or after 
taxes? 


The Chairman: Before taxes. 


Mr. Lawson: No, that is after taxes, net 
profit. We watch it carefully in terms of the 
accounting methods. Real estate companies 
were one type with a common approach. We 
tried to find special areas. It is after taxes and 
before special items, really. We do not take in 
non-recurring things, in spite of what they 
may say; we have had to be careful on that. 


Mr. Kimber: Mr. Chairman, perhaps it 
would be helpful to you if we supplied a copy 
of our listing requirements. 


The Chairman: Yes, it would. 


Senator Carter: The Department of Labour 
in their White Paper seems to have developed 
another yardstick for small business based on 
weekly payrolls. I wonder if we could get the 
reaction to that type of criterion? 


Mr. Kimber: This is completely novel to me. 
I have not heard of this approach. 


Senator Connolly (Ottawa West): Is that not 
probably an approach made by the Depart- 
ment of Labour for a different purpose? I 
think it is. It has to do more with unemploy- 
ment and insurance than taxation. 


Senator Carier: Yes, but it is to distinguish 
between a large company and a= small 
company. 


The Chairman: Of course, the Small Busi- 
ness Loans Act, which was designed to help 
small business, started out with a sales limita- 
tion; that is, up to $250,000 of sales, which 
subsequently was raised to $500,000. We had 
the Bankers’ Association here the other day, 
who told us that very little use was made of 
the Small Business Loans Act; that if a small 
company qualified on some basis of assets, 
etc., they would get a loan, quite apart from 
and independently of the Small Business 
Loans Act. 


Senator Connolly (Ottawa West): In your 
experience in the Exchange, have you found 
the special concessions for small business in 
the tax field have resulted in small businesses 
becoming bigger businesses, and therefore 
bigger taxpayers? 
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Mr. Thorburn: Pulp and paper companies, 
and sawmills which move on to improving 
quality and a better range of product to pro- 
vide raw material for pulp companies. This 
development is quite apparent in New 
Brunswick. 


. Senator Connolly (Ottawa West): Could you 
document this for us, taking as a start the 
time when this item was injected into the 
Income Tax Act? Do you think you could 
produce a set of statistics to indicate how 
small businesses have in fact under this spe- 
cial incentive become bigger businesses, and 
therefore bigger taxpayers? 


Mr. Thorburn: Might this be done with 
several examples? 


Senator Connolly (Ottawa West): I would 
say almost any way that would be convenient 
to you, which will help us. 


Mr. Thorburn: We will certainly try it. 


The Chairman: That would mean starting 
in 1949, when this was first introduced. 


Mr. Thorburn: I think it could be done. We 
could make a good stab at it. 


_ Senator Connolly (Ottawa West): I think 
some concrete examples might help. 


The Chairman: Yes. We do not need a lot 
of them. 


Senator Connolly (Ottawa West): Oh, no. 
The Chairman: Just a few to illustrate it. 


Senator Connolly (Ottawa Wesi): You could 
probably give us some indication of the trend, 
and perhaps the areas where this has 
happened. 


The Chairman: Senator Phillips, I was won- 
dering whether you had noted on page 17 one 
of your favourite points—the deficiencies of 
the integration proposals—and whether you 
had any comment? 


Senator Phillips (Rigaud): I think the pres- 
entation is pretty clear. 


The Chairman: The calculation there is 
rather interesting, as to the advantages to the 
closely held corporation on integration in 
relation to dividends as against widely held 
companies. Of course, the moment you take 
small business out of closely held companies 
and deal with it separately, the whole thing 
collapses. 
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Senator Phillips (Rigaud): Exactly, particu- 
larly in the light of the proposed treatment of 
dividend tax credits, showing a benefit to the 
government to the tune of $200 million. It is 
pretty clear that would give a sort of death 
blow to the integration system. 


The Chairman: Mr. Kimber, you have no 
comment on the partnership option as pro- 
posed in the White Paper? Let us assume 
there is a separate category in taxation for 
small business, which would be a 21 per cent 
rate. Ordinarily, because the small business is 
unincorporated, the marginal rate of the one 
that would enjoy that may conceivably be 
less than 21 per cent. If it were more than 20 
per cent, do you see any value in providing 
constructively an option for an unincorporated 
small business to pay constructively the 21 
per cent on its net profits rather than the 
members of the small business paying at a 
marginal rate? 


Mr. Kimber: I think there should be such 
an option. We did not cover this in our brief, 
because it occurred to me when working 
through this that I suppose most of those com- 
panies could incorporate. When I was practis- 
ing law it used to be pretty cheap, but rates 
have probably gone up since then. 


The Chairman: I can tell you that they 


have, yes! 


Mr. Kimber: There are some groups who, 
perhaps for professional reasons or something 
else, cannot incorporate. I would see no 
reason why a group of taxpayers or a part- 
nership should not be able to elect to have 
the same treatment as the corporate body; 
again referring to the small business type of 
situation. 


Senator Burchill; Earlier in our discussion 
Senator Beaubien stressed the difficulty an 
ordinary taxpayer might have if the system is 
made too complicated, and I am very con- 
cerned about this. We have had several wit- 
nesses, associations and other people, before 
us who have agreed that if the proposals of 
the White Paper are adopted the administra- 
tion will be very complicated to start with at 
the Government level, corporations will have 
many more difficulties than they now have, 
and many ordinary taxpayers will have to 
employ a chartered accountant or a lawyer to 
make out the forms. Have you given any 
thought to that feature of it? 


Mr. Kimber: The question first came up, I 
believe, in connection with the rollover 
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account. This, of course, is an option the man 
ean elect. If he does not want to get into any 
bookkeeping he can just not elect. In fact, we 
feel the bookkeeping would not be all that 
complicated. Perhaps I should send to you a 
form showing how it could be done. Perhaps I 


might supply that to the committee Mr. 
Chairman. 

The Chairman: Yes. 

Mr. Kimber: There are administrative 


problems that arise out of this set of propos- 
als. We see particular administrative prob- 
lems in the integration area, such as a compa- 
ny trying to keep track of its tax position and 
the credi'ing to the various classes of share- 
holders, and so on. We think this would be a 
large administrative problem. 


The payment of the profits by way of a 
stock dividend, in our opinion, would recreate 
great administrative problems and expenses 
for corporations. It might be practical for 
small private companies to do it, but not for 
‘the major ones. First of all, they get away 
from board lots which is expensive for the 
recipient and start getting into split shares 
which would create all kinds of administra- 
tive problems. There is also the cost of mail- 
ing out share certificates as opposed to mail- 
ing out cheques. These things are all 
administrative problems which we think only 
add to the burden of the taxpayer and the 
Government. That is one reason why we 
oppose integration, but our more fundamental 
reason is that it is a bias against growth. 


Senator Benidickson: Mr. Chairman, there 
are one or two items in the brief which have 
received some comment: the approval of the 
capital gains tax which would go up to 33 1/3 
per cent, and the dividend tax credit, which 
is referred to as integration, would be grad- 
uated on a basis that would favour the 
lower income taxpayer, et cetera. That, of 
course, establishes the objectivity of the brief, 
which I congratulate you on. 

Some of the most interesting and perhaps 
novel parts of the brief, as far as presentation 
to this committee is concerned, are the appen- 
dices. By reason of information that has been 
provided to you I suppose everything in 
Appendix Ais a matter. of public 
information? 


Mr. Kimber: That is right. 


Senator Benidickson: But you are the cus- 
todians of it. With respect to Appendix A, in 
what particular ways have you placed this in 
order to reinforce other parts of your brief? 
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Mr. Kimber: Senator, one of the arguments 
presented in the White Paper to support the 
distinction between the widely-held and 
closely-held companies is that the securities 
of widely held companies are readily trans- 
ferable. If you look at Appendix A you will 
see the company Abel-Black Corporation Ltd. 
All these companies which we show in 
Appendix A were listed in 1961 on our 
exchange. You will see that 80 per cent of the 
stock of that company is held by the directors 
and officers of the company, and that 80 per 
cent is not readily marketable. It does not 
meet the test of the White Paper. 

In addition to the White Paper it says that 
in closely-held corporations management has 
some kind of personal relationship to the 
company. It does not have it in the widely- 
held corporations. Mr. Abel and Mr. Black, 
who own 80 per cent of this company, I 
submit have as strong a personal relationship 
to the company as they did before. They 
assumed some additional responsibilities, 
because now they have public shareholdings 
but their relationship with the company is 
still as strong. 


Senator Benidickson: Your use of this 
appendix is to reinforce your argument that 
there is discrimination. If we have two forms 
of companies for tax purposes discrimination 
results. 


I notice in Appendix B that you refer to the 
York study. This has reference to 140 large 
Canadian private companies with assets in 
excess of $25 million. I think this is interest- 
ing to senators, because we are currently con- 
sidering an amendment to the Canada Corpo- 
rations Act where it has been alleged that it 
is difficult to get pertinent information with 
respect to private companies. I can under- 
stand why almost 80 per cent of these large 
private companies are controlled by non-resi- 
dents, because I notice that many of them are 
well-known subsidiaries of well-known 
American companies. With respect to some of 
the others, particularly those which are not 
non-residents, can you tell us what the public 
availability of information would be for the 
York study? 


Mr. Kimber: We will supply you with a 
copy of the York study. 


Senator Benidickson: Do you know offhand 
or does it indicate there just where they get 
information as to a private company and 
whether its assets are over $25 million, and so 
on? 


Banking, Trade and Commerce 


Mr. Kimber: This study was headed up by 
a professor at York University who had done 
some work for the Government in connection 
with the Carter Report and, as has been men- 
tioned, the information came from _ the 
Canada Corporations Act. 


Senator Benidickson: Which is a relatively 
new statute. 


The Chairman: It goes back five or six 
years and all companies had to file their 
financial statements. Is that not correct? 


Mr. Kimber: Yes. 


The Chairman: And that information is 


public? 


Mr. Kimber: Yes. This was a study commis- 
sioned by the exchange, but done indepen- 
dently by York University. 


Senator Benidickson: With respect to 
Appendix C, what is it endeavouring to 
establish in relation to your brief, liquidity or 
the lack of liuidity? 


Mr. Kimber: Yes. Our major financial insti- 
tutions tend to invest in the same companies 
which make our market liquid. One of the 
problems Canada has faced in the last several 
years is the large amount of Canadian savings 
which has been invested in the United States 
market. When the institutions are asked why 
they do this they give two main reasons. One 
is that there are certain opportunities in the 
United States for investment which are not 
available in Canada. They also make a very 
strong argument that they invest in the New 
York market because of the liquidity of that 
market. Canadian savings are being funneled 
out of the development of Canadian industry 
into the United States because of the large 
liquidity of the Canadian market. The White 
Paper, in our view, increases the problem by 
removing liquidity. 


Senator Benidickson: I wanted to get some 
of these things on the record. Appendix D 
again just simply establishes, I take it, the 
fact that it is not very realistic to accept 
rather closely-held corporations and widely- 
held corporations because the companies 
listed, while they may have certain types of 
stock listed, do not have voting shares. 


Mr. Kimber: That is right, sir. 


Senator Benidickson: They are voting 


shares. 
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Then, Appendix E, that is really on the 
same subject, except that we have been using 
the classic example of the fact that Eaton’s 
and Simpson’s are different. You give us a 
very wide list of companies that are in the 
same line of business but one is closely-held 
and the other is privately-held and they are 
in competition. 

I note with respect to Appendix A you are 
giving us here, I take it, the benefit of your 
expertise, in showing what it means in taxes 
to companies who want to change their status 
or who would feel that it would take into con- 
sideration the possibility of change from 
closly-held to widely-held corporations and 
the tax impost that results, and it might dis- 
courage that transferability. 


Mr. Kimber: Did you say Appendix A or 
Appendix H? 


Senator Benidickson: Appendix H. 

Mr. Kimber: Yes, sir. 

Senator Benidickson: Then I think you have 
given us some more information than perhaps 
other presentations, in Appendix I. This sup- 
ports what you say on pages 40 and 41 of 


your brief with respect to double impost of a 
capital gain and an estate tax. 


Mr. Kimber: Yes, sir. 


Senator Benidickson: I was not familiar 
with the reference you make on page 41, 
where you say: 

We recommend that consideration be 
given to the proposal in the White Paper 
attached to the Ontario budget... 


“The White Paper of the Ontario budget of 
1969”—you continue: 
... there if was proposed that, in propor- 
tion to the degree of reliance upon capital 
gains taxes, there should be decreased 
reliance upon death duties. 


I take it that they were just anticipating that 
at some time there might be a capital gains 
tax. 


Mr. Kimber: That is right, sir. 


Senator Benidickson: They have not a capi- 
tal gains tax in Ontario. 

Mr. Kimber: No. 

Senator Benidickson: And they were not 
suggesting that there would be one, in that 
jurisdiction. 


36 ; 26 


Mr. Kimber: I think, senator, in the col- 
loquial sense the Government said that a 
capital gains tax is a form of “pay as you go 
estate tax’’. 


Senator Beaubien: Before you go. 


The Chairman: It is pay before you go. You 
mean “pay as you go along’. We were told 
this the other day by a member of a board of 
trade group. He had been in the provincial 
comptroller’s office—I think he was the comp- 
troller for a while—and he referred to Mr. 
Frost’s definition of a capital gains tax vis-a- 
vis succession duties, and he said that the 
capital gains tax was an “instalment payment 
of succession duties”’. 


Mr. Kimber: Yes. Certainly the two taxes 
have to be considered together. 


The Chairman: Certainly there should be a 
credit of one against the other, in any event. 
Would you agree to that? 


Mr. Kimber: That would seem to be a very 
logical way of approaching it. 


Senator Phillips (Rigaud): That brings me, 
if I may,-to this point. We have taken a lot of 
time on this last question and we are indebt- 
ed to Senator Benidickson, who has analyzed 
these various schedules. If you provide a 
withholding tax up to 25 per cent on dividend 
tax credits, and if there is legitimacy to the 
problem of relating capital gains to estate 
duties, why do you bring the capital gain into 
taxable income, and why do you not support 
the recommendation that most other taxpay- 
ers have made, that we have a flat capital 
gains tax, segregating the income thereon? 

In this way, if you had a flat capital gains 
tax in respect of profits and we followed your 
system of withholding taxes, from 15 to 25 
per cent—I am not dealing with the rates but 
with the principle—you could segregate it 
and relate it to the estate tax problem of the 
provinces. 


Whereas, in the way you have done it, you 
take one-third of the capital gains tax and 
you bring it into the graduated income of the 
taxpayer and it gets lost, in identification, 
from the point of view of relating it to the 
estate taxes. 


Mr. Kimber: Perhaps the thought that is 
being put forward in your question is that the 
capital gains tax might be on a £_ sliding 
scale. 


Senator Phillips (Rigaud): Yes, that is right, 
unsegregated. 
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Mr. Kimber: ...that it would have a con- 
siderable degree of equity in it. I think one 
might be able to argue that a fiat capital 
gains tax may have the same inequity that 
the flat dividend tax credit has. But what you 
have suggested would eliminate that argu- 
ment. 

I am not so certain, though, sir, that the 
capital gains payment would be lost under 
our provision. You would still take your capi- 
tal gain into your income and if you had the 
50 per cent rate, you would pay 17 per cent, or 
if you were at the 25 per cent rate you would 
pay 8 per cent. I think you could still do it. 


Senator Phillips (Rigaud): You could identi- 
fy it. Yes, I think you are right. 


The Chairman: Now, Mr. Kimber, at this 
time when we feel we have gone through 
your submissions very carefully. But I always 
reserve this question. If there are any fea- 
tures that we have not touched, if there are 
any points that you would like to stress fur- 
ther, now is the acceptable time. 


Mr. Kimber: There is one point we make in 
our brief but in this case we do not differ 
from the White Paper proposal. We are not in 
favour of the argument which some people 
put forward that capital gains made in a cer- 
tain period of time would be treated as capi- 
tal gains and those made over a longer period 
of time should not be treated as capital gains. 
We do not see any economic justification for 
that or any great logic in it. If there is to bea 
capital gains tax, it is a capital gain, no 
matter what period of holding there has been. 


The Chairman: Except this, Mr. Kimber, 
that we have a lot of jurisprudence as to 
what is a capital gain and what is not. You 
have a situation which I call “making a fast 
buck”, where you buy and sell within a short 
period of time, which takes on the character- 
istic of a business. If it takes on the charac- 
teristics of a business, should not the proceeds 
be treated, and any gains should really be 
income. 


Mr. Bunting: We would not disagree, that if 
you are making a business of trading for 
short-term profit, that you should pay on a 
capital gain. 


Mr. Kimber: That would not be a capital 
gain—if I may interrupt—that would be 
income. 


Mr. Bunting: Income. Yes, I am sorry. The 
point we are really trying to make on the 
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split rate is that our markets in Canada are 
highly illiquid, and we do not feel, we do not 
believe that we can afford to lock people in 
for that six month period. When an institu- 
tion wants to sell a block of stock, he does not 
care really who is on the other side or wheth- 
er they are making a short-term profit or not. 
All he cares is that he is able to sell his stock. 


If a person on the other side, let us say any 
individual, takes possession in a security that 
has been sold and he provides a time func- 
tion—in other words, one person wants to sell 
immediately, another person in essence knows 
that over the next three weeks X number of 
shares will trade—if he takes on a block of 
stock, let us say, that he can lay it off—he is 
providing a legitimate time function in the 
market; and in our Canadian markets we 
cannot afford not to have that liquidity in 
there. This is really the key to our argument 
on the split rate. It is the liquidity question 
which is absolutely crucial. 


In the last three or four years we have 
worked con‘inuously to try to bring the max- 
imum number of opinions to the market so 
that we could have a market which provided 
opportunities to the security based on the 
outside facts, and not related to the fact that 
there was no bid because of liquidity reasons. 
But that really reflected the way it was. 

If we create a situation where a person has 
to pay the full income rate during the six 
months, then there will be many securities 
that will be much harder to sell, and we 
might create a non-liquidity situation in our 
market. 


The Chairman: Well, the problem, Mr. 
Bunting, is to have a simple way of identify- 
ing a capital gain and time is a very simple 
way. The difference in time between the 
acquisition and sale does not present too 
many problems, but if you are going to get it 
back, then, first of all, you have to determine 
what is a capital gain and what is income, 
such as we have now under the law. You will 
still be left with that by the method you have 
suggested. 


Mr. Kimber: That is true, sir, but our juris- 
prudence has become rather sophisticated. We 
have had a lot of problems, but now I think 
we have a solid body of jurisprudence. 


The Chairman: Well, your method would 
maintain that. 


Mr. Kimber: Yes. May I make one other 
remark, Mr. Chairman? I personally have 
found this a very fruitful exercise and I do 
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want to thank you for having us here. We 
trust we have added something to your 
deliberations. 


The Chairman: I can assure you that you 
have. Thank you. 


The Chairman: Now, honourable senators, 
the next submission is from the Independent 
Petroleum Association of Canada. 


Honourable senators, we have Mr. A. H. 
Ross, Director and First Vice-President of the 
Independent Petroleum Association of Can- 
ada. He is going to make the opening state- 
ment and he will present his panel. 


Mr. A. H. Ross, Director and First Vice- 
President, Independent Petroleum Association 
of Canada: Gentlemen, before making the 
opening statement I should like to introduce 
the panel to you. On my immediate right is 
Mr. Harry Van Renssalear of Bow Valley 
Industries. Next to him is Mr. Vernon Van 
Sant of Ashland Oil, and at the end is Mr. 
Barry Rombough of Home Oil Company. 


I believe that we indicated to you before 
that we would have Mr. Ruben here. 


The Chairman: Yes. 


Mr. Ross: However, Mr. Ruben is not able 
to attend. Mr. Van Sant has come in his place. 


I shall now proceed to the opening state- 
ment, and at the end of the statement we 
shall be pleased to answer any questions. 

The Independent Petroleum Association of 
Canada greatly appreciates this opportunity 
to present its views on matters pertaining to 
the tax reform proposals. IPAC is composed 
of 176 companies of which 131 are Canadian 
companies actively engaged in exploration 
and production. The majority of our members 
derive substantially all of their cash flow 
from domestic reserves, thus, detrimental 
changes in Government policy directly affect- 
ing these indusiries will result in a reduction 
of our members’ ability to finance and/or 
their cash flow. 

It is important to realize that independent 
companies are extremely active in explora- 
tion, being responsible for over 50 per cent of 
all exploratory wells drilled in Canada. This 
association is extremely concerned with the 
economic impact these proposals will have on 
the Canadian economy if implemented. It is 
our view that economic growth will be 
slowed. 


t 
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By and large, we have only dealt with 
those matters affecting the oil and gas indus- 
try since we can relate to them directly. How- 
ever, we would not wish to imply that this is 
our sole concern. We have grave reservations 
about, first, the proposed system of taxing 
capital gains; second, the artificial distinction 
between public and private companies; third, 
integration of personal and corporate income 
tax; fourth, the removal of special tax treat- 
ment of small business; and, fifth, the tax 
treatment of natural resource industries. 

In so far as the petroleum industry is con- 
cerned, I would like to highlight some impor- 
tant considerations, namely, the risk, the size 
of investment at risk, and the capital inten- 
sive nature of the industry. 

As you gentlemen are aware, the risks 
involved in exploration for oil and gas are 
much greater than those in any other indus- 
try in Canada. The odds of finding sizeable 
reserves are long. Some 13,500 new field wild- 
cats have been drilled in Canada since 1950, 
and only one field had oii reserves over one 
billion barrels and only 25 had oil reserves 
over one million barrels. In other words, it 
took over 500 well caps to find a major oil 
pool. 

It is also interesting to note that oil men 
have to be perennial optimists since only 
three fields of over 100 million barrels have 
been found in the 1960s, with the last one 
found in 1965. 

The size of the investment at risk in a 
single exploratory well can be very large. 
Foothills Wells cost some half a million to two 
million dollars. A well in the Mackenzie 
Delta can cost up to $2 million and a wildcat 
on the north slope of Alaska can cost between 
$5 million and $9 million. 

As exploration moves further into sparsely- 
populated areas, the cost rises materially due 
to the lack of roads, towns, communications 
and transportation facilities. 

In our brief we have indicated projected 
capital requirements of $20 billion to $30 bil- 
lion in the next decade. These capital require- 
ments come at a time when world industry 
faces great capital demands. In the 1950s the 
world industry spent $70 billion, in the 1960s 
some $150 billion and the estimates for the 
1970s are $255 billion. Obviously Canada’s 
investment climate will have a material bear- 
ing on our ability to attract the capital 
requirement. 


In the past the gross depletion allowance 
has proved to be an effective incentive in 
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attracting investment to the worldwide oil and 
gas industry. Adequate incentives become 
even more important for the future in the 
face of increasing capital demands from all 
sources. Reducing the incentives, as proposed 
by the Whiie Paper’s so-called “earned deple- 
tion” will present problems to the industry in 
Canada in pursuing its programs. 


We believe that Canada would be well 
served by adopting our proposals which 
would really attract capital and stimulate 
exploration by ensuring a reasonable return 
to successful explorers. 

The oil and gas industry has made a signifi- 
cant contribution already to regional develop- 
ment and to the Canadian economy generally. 
It is our view that it can make even a greater 
contribution in the future, given adequate 
incentives. Thank you. 


Senator Isnor: Where would you expect to 
get the capital? 


Mr. Ross: New capital, sir, we would hope 
to get, at least some, in Canada. This is why 
we have recommended in our brief that the 
principle of business test be done away with. 
It is obvious that, with the amount of capital 
we require, we will have to go into the world 
money markets, that is, into the United States 
and prokably into Europe. 


Senator Isnor: What percentage do you 
expect to get in Canada? 


Mr. Ross: We think that is extremely dif- 
ficult to tie down to a percentage. 


Mr. H. Van Renssalear, Director, Indepen- 
dent Petroleum Association of Canada: We 
think we are going to have to raise over and 
above our cash flow probably $7 billion or $8 
billion within the next ten years. I think it 
would be unrealistic to expect that we could 
get perhaps more than 25 per cent of that 
from Canadian sources. 


A number of independent companies have 
acquired large capital inflows from both 
Canada and the United States. Their ratios 
have run currently for the last ten years, 
perhaps, 18 to 20 per cent from Canadian 
sources and the balance principally from the 
world financial community. 


The Chairman: Would 
sources be equity capital? 


the Canadian 


Mr. Van Renssalear: This is an interesting 
point, Mr. Chairman, because in our industry, 
until we make the big discovery, debt financ- 
ing by and large is not appropriate. Most of 
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our debt financing, when it does occur, is 
always accompanied by an equity sweeping, 
or most likely to be accompanied by an 
equily sweeping. So we are talking really 
about equity capital. 


The Chairman: You mean it is equity capi- 
tal that makes the discovery and debt financ- 
ing that produces the facilities for geiting the 
oil out of the ground and getting it to 
market? 


Mr. Van Renssalear: Once we have the big 
reserves, then we can get into senior financ- 
ing, but the exploration phase of it does not 
lend itself to debt financing. 


The Chairman: Percentage-wise, where 
would most of your equity capital come from, 
domestic or foreign sources? 


Mr. Van Renssalear: It is hard to general- 
ize. In specific relationship to our company, 
Bow Valley Indusiries, the one with which I 
am associated, we are currently approximate- 
ly 47 per cent Canadian owned and 53 per 
cent owned throughout the rest of the world. 
We have been abie to keep this high Canadian 
ratio while we have raised approximately $40 
million in drilling funds and equity capital 
with about 82 per cent of that coming from 
foreign sources. So in our siiuation, we have 
been able to maintain our Canadian owner- 
ship while getting the great majority of our 
capiial from abroad. 

One reason we are able to get capital from 
abroad more easily than we can get it from 
Canada is that tax laws in the United States 
permit any individual or any corporation to 
explore for oil and gas anywhere in the world 
and wriie those expenses off against their 
regular income, whereas Canadians are at a 
distinct disadvantage under the present tax 
laws as compared with U.S. citizens and cor- 
porations in exploring for oil and gas in 
‘Canada. The proposals in the White Paper 
which would permit Canadian individuals and 
corporations who are not so-called qualified 
corporations or individuals to wriie off 20 per 
cent of their exploraiion expenditures on a 
declining balance method is not sufficient con- 
‘sidering the risks in the exploration phase of 
our business to attract much Canadian capi- 
tal, in our opinion. 

We would hope that the law would be writ- 
ten in a way that would permit Canadians an 
‘equal opportunity with foreigners to invest in 
Canadian oil and gas projects. But even if that 
was done, the fact of the matter is that with 
the level of expenditures that we require to 
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maintain the momentum and employment we 
are providing for our part of the world and 
for all of Canada, we are going to have to 
rely very heavily in the next decade on 
foreign capital. 


The Chairman: What do you generate in 
the way of retained earnings to put back into 
your exploration operations? 


Mr. Van Renssalear: Most of our companies 
are independent companies who are plowing 
back their cash flow. 


The Chairman: No dividends? 


Mr. Van Renssalear: No. They are plowing 
them back into exploration activities, and this 
is the reason why most of us are not paying 
taxes currently because all of our money is 
going back into exploration in the hope of 
making that big discovery. For instance, in 
Bow Valley’s case, we use the cash flow from 
our various operations and augment that 
with drilling funds or drilling participation 
from U.S. investors so that we have a pro- 
gram of about $5 million a year, and our 
investors have put with us now a little over 
$17 million and the fair market value of their 
oil and gas reserves over the last ten years 
have only been about $44 million. So their 
pay-out is still to come in the future. 


The Chairman: What security do they have 
in this drilling fund, or whatever you call it? 


Mr. Van Renssalear: The method in which 
this type of participation is financed is rough- 
ly as follows; the U.S. individual taxpayer 
‘puts up the risk money and the Canadian 
company handling that money usually takes a 
management fee that runs up to, perhaps, 10 
per cent, and then has the right, in the event 
of a discovery, to buy back in 25 per cent or 
perhaps more of the interest at the investors’ 
cost. Then the U.S. investor really desires to 
turn around and sell that property, in most 
cases, back to the Canadian company, if he 
can do so. If he makes a big discovery, of 
course since 1962 under Canadian tax law, he 
is taxed at ordinary income tax rates so that 
he is vitally concerned with the depletion rate 
in order to provide incentive, if he makes 
that discovery, to recover his investment and 
make a reasonable rate of return, considering 
the risks that he is taking. 


Mr. Ross: Our company, Western Decalta, 
Mr. Chairman, has in the last ten years spent 
$31 million on exploration and development, 
and our cash flow has been about $21 million, 


r 
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and we are currently spending more than our 
cash flow, and I think this is true of many 


companies. 


Senator Phillips (Rigaud): I notice that the 
identification of your group is the Independent 
Petroleum Association of Canada. Do I take it 
that as a committee we have to deal with 
your problems in a way differently from that 
applicable to the huge corporations identified 
as the major oil companies controlled out of 
the country? 


Mr. Ross: We have a different association 
because in a number of instances our inter- 
ests are different from the major companies 
as you refer to them. However, in regard to 
taxation, our approach, while slightly differ- 
ent from theirs, is not perhaps in the final 
result too different. We have made reference 
here in the first instance to the ability of 
Canadians to write off or disregard the prin- 
cipal business test under exploration and 
development expenditure. The major compa- 
nies have not dealt with this subject, proba- 
bly because they do not have the same 
requirements for capital or to attract capital 
to their situation as we do. There are some 
other minor differences also, but by and large 
I would think that our approach in this case 
is about the same. 


Senator Phillips (Rigaud): The briefs that 
have been filed by some of the large compa- 
nies are now public—Imperial Oil, Tex- 
aco, Gulf and Shell—and I assume they have 
been studied by you. There are variations in 
their respective approaches with respect to 
how to deal with the subject matter. Have 
you, having studied those briefs, and relating 
to your suggestions, come up with a basic 
consensus more or less as to what should be 
done by way of incentives, and do you draw a 
distinction between the incentives that should 
be given having regard to wells now in opera- 
tion and resulting from the then legal incen- 
tives as distinguished from what the incen- 
tives might be for the future. 


Mr. Ross: If we were to equate the propos- 
als of the companies you mention and per- 
haps some other ones as regards depletion, it 
would appear that the industry would like to 
have a gross depletion. The industry also 
recommended this back in the days of the 
Carter Report. There are variations on that 
theme, and it is a function of how you work 
out the numbers to see the exact effects. 
However, it would appear that most of them 
are in the order of about a 20 per cent gross 
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depletion. We have done some work on our 
own numbers, and as I say, I do not want you 
to think that what I say here is exact, because 
if you change the mix, you get different 
answers. But our proposal would appear to be 
about a 21 per cent gross depletion if you run 
it through on some basis, and I think this is 
about what the others are looking for also. If 
you go over to the earned depletion concept 
there are some other differences. Under the 
earned depletion concept we asked for 
exploration and development costs and land 
costs to be included. Under the earned deple- 
tion concept we ask for exploration develop- 
ment cost and land cost to be included, and 
we also request a 1-for-2, or a $1 of earned 
depletion for each $2 of expenditure. 


Senator Phillips (Rigaud): Is not the 1-for-2 
the Imperial Oil situation? 


The Chairman: No, that is the Gulf. The 
Gulf proposed 20 per cent unearned and 
1-for-2 of earned depletion. 


Mr. Ross: I believe Imperial did also. The 
problem is that you get so complicated with 
regard to other variations that they get in 
there. In other words, they want a gross 
depletion, but if they cannot have this then 
perhaps they will take something else, and 
then they will take something else. So it 
depends which end of the gain you are look- 
ing at, but they would all prefer a gross 
depletion, and certainly CPA would, in the 
order of a 20 per cent gross. 

The earned depletion on a 1-for-3 basis and 
on the restrictive basis of the White Paper 
whereby they disallow land cost is not accept- 
able, as far as I know, to anyone in the 
industry. 


Senator Phillips (Rigaud): I take it, then, 
dealing with the subject matter in this con- 
nection, there is no particular problem in 
dealing with the independents as_ distin-, 
guished from the major companies? 


Mr. Ross: Not in so far as depletion is 
concerned, except that our emphasis, of 
course, is very strongly on the capital 
requirements of the industry, and we depend 
on outside capital to a much greater degree 
than they do. We must have laws that are 
attractive. They can go elsewhere, to a great 
degree, if they do not like it here. 


Senator Phillips (Rigaud): 
would take it, if I may suggest, on an orderly 
basis. 


I thought we 
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Mr. Ross: Sure. 


Senator Phillips (Rigaud): In so far as 
deple.ion is concerned we will deal with the 
industry at large, and on that basis you come 
up with a specific recommendation in your 
brief. 


Mr. Ross: Yes, sir. 


Senator Phillips (Rigaud): If the Chairman 
will allow us, could we identify it specifically 
in your brief and see specifically what you 
are asking? 


Mr. Ross: This is on page 13 of our brief. 
Our recommendation there is that we be 
granted a 15 per cent gross depletion, but 
each year you could have the alternative of 
taking a gross depletion or electing to take an 
earned depletion. The earned depletion would 
be on the basis of $1 of earned depletion for 
each $2 expended, limited to 50 per cent of 
the net. The White Paper is limited to 33-1/3 
per cent of the net. 


The Chairman: In the depletion you ask for 
of 15 per cent you say, “calculated on gross 
production income after royalties but before 
any other deductions...” 


Mr. Ross: Yes. 


The Chairman: What do you mean by “be- 
fore any other deductions”? 


Mr. Ross: Operating costs, drilling and 
exploration costs are “other deductions’. 
Under the current proposals you get 33-1/3 
per cent of the net. You have to deduct your 
royalties, your operating costs and any drill- 
ing and exploration expenditures. That gets 
you down to the net, and then you get one- 
third of that. So this limitation is much less 
and much more favourable, obviously, than 
the current one. 


The Chairman: How many of your mem- 
bers have earned depletion in the last year? 


Mr. Ross: Do you mean under the type of 
proposal... 


The Chairman: I mean that have made 
enough money so that they can take the 
depletion incentive. 


Mr. Ross: I do not think we have that 
figure. We could get it for you and supply it 
to you. 


The Chairman: Hudson’s Bay Oil and Gas 
were here and they said that 1969 was the 
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first year in which they earned enough money 
to be able to take the depletion allowance. 


Mr. Ross: Yes, or even part of it. 


The Chairman: Shell Oil still have not got 
into a net profit position that makes them 
subject to tax. That could mean, of course, 
that they may be earning a lot of money, but 
their exploration expenses may be very high. 


Mr. Ross: Yes. This is true of certainly a lot 
of members of our industry as well. Our own 
company, for example, does not take deple- 
tion under the current basis because our 
expenditures exceed our cash flow. So, there- 
fore, we would not qualify for depletion on 
the basis that currently pertains. 


The Chairman: But apparently you have 
been able to operate without taking the de- 
pletion. 


Mr. Ross: We have, as an individual compa- 
ny, sir, but the trouble is that there are a lot 
of funds required from outside, and if you do 
not have the incentive of depletion, then the 
people calculate their after-tax income as 
though they were taking it, and if there is no 
depletion allowed then their after-tax return 
is lower than it would be otherwise. 


The Chairman: I suppose unearned deple- 
tion is only valuable if you would otherwise 
be subject to tax. 


Mr. Ross: That is correct. However, there is 
another effect, really. You take a company 
such as ours. When the security markets 
evaluate our company, they do a projected 
cash flow over a number of years, and they 
take out the expenditures and deduct the 
depletion as though we had discontinued 
exploration. Then they bring it all back on 
present worth and this gives them the value of 
our securities. Obviously, if there is no deple- 
tion under those circumstances, then our com- 
pany is worth less money than it would be 
under the status as it applies today. Also, if 
we go to sell a piece of property, in order to 
take the money and perhaps put it into 
exploration or do something else with it, the 
person buying the property, if it is not sub- 
ject to depletion, will pay less money for it 
than he would otherwise. So there is a real 
effect, even though he may not be using it 
directly in the actual calculation of net 
income. 

Mr. V. Van Sant (Member, Independent 
Petroleum Association of Canada): As far as 
investors in our own securities are concerned, 
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both Canadian and foreign, and direct inves- 
tors whose funds participate with us in 
exploration, the depletion calculation is 
extremely important to them even though 
they are not in a position to take it, because 
in determining whether they are going to 
make this investment in Canadian securities 
vis-a-vis the securities of oil companies oper- 
ating outside of Canada, they have to consid- 
er what their position would be if the compa- 
ny was successful and made a big discovery, 
or if they were successful and participated 
directly in such a discovery. So it is of vital 
concern to the independents even though we 
are currently not taking it in most cases, and 
very few of our members, if any, probably 
are taking it. 


Mr. Ross: If you take the situation of an 
American investor, he has this particular year 
some income he would like to invest in oil 
and gas, so he comes to Canada and drills 
some wells. Let us assume that he makes a 
reasonable discovery, but after a couple of 
years he does not wish to drill any more wells 
and just wishes to enjoy the income that he 
would get from his property. Under the 
proposals: of the White Paper he would obvi- 
ously be subject to higher tax rates than 
currently. 


The Chairman: He would be subject to the 
full rate of tax. 


Mr. Ross: That is right. So, consequently, 
he looks at the situation as it will pertain if 
he is successful, and he therefore finds the 
White Paper proposals to be less attractive 
than the current proposals and, to that 
degree, will reduce the amount of capital 
available to the industry. 


The Chairman: That is a sound argument 
for dividing the depletion allowance as be- 
tween earned and unearned. 


Mr. Ross: This is why we have put in an 
optional basis, so that if the taxpayer thinks 
in terms that he may want to explore for a 
couple of years and then take his production 
and not explore, he can go on the gross basis. 
Conversely, if he is expending a lot of money 
through exploration, he can elect to go on the 
earned basis. 


Senator Phillips: Mr. Chairman, from your 
depository of memory would you know 
whether this suggestion approximates any of 
the suggestions made by the companies to 
which we have just referred? 
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The Chairman: We have not had the 
options discussed. If you were going to have 
options I would have thought the option 
might be between taking unearned depletion 
and taking earned depletion. 


Mr. Van Henssalear: That is what ours did. 


The Chairman: I thought yours assumed a 
334 per cent overall, which is the present 
depletion allowance, and your suggestion, I 
gather, was the same as that made by some 
others, namely, that 20 per cent be on 
earned—in other words, that you could take 
it whether you do any exploration or not. 


Mr. Ross: Our suggestion is 15 per cent. 


The Chairman: Whether you do any work 
or not? 


Mr. Ross: Yes, exactly. 


The Chairman: But you do go for a 


divided... 


Mr. Ross: Well, except in the way we have 
proposed it the taxpayer in each year must 
elect which method he is going to go by. He 
must take either, as you call it, the unearned 
which is 15 per cent of gross, or the earned 
depletion if that fits the situation better. 


The Chairman: You do not suggest that he 
be able to take both in the same year? 


Mr. Ross: No. 


The Chairman: Then that is a big differ- 
ence between what you suggest and what a 
number of other companies have suggested, 
because they wanted a bit of both worlds. 


senator Phillips (Rigaud): Yes, on page 13 
you provide specifically for an _ optional 
system. 


Mr. Ross: That is right, and we feel that 
this would be effective in attracting capital to 
the industry. 


The Chairman: Outside of depletion, are 
there other items. For instance, have you any- 
thing to say about eligible expenditures? 


Mr. Ross: Our eligible expenditures, sir, are 
certainly very different from eligible expendi- 
tures in the White Paper, because we include 
land costs. We have not included gas plant 
costs and pipe line costs, and that type of 
thing, but I believe some of the other people 
have. We would not want to include second- 
ary recovery costs because we believe they fit 
into the same category as development costs. 
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I think in fairness I should indicate that our 
brief does not spell out land costs, and we 
recognize, as the testimony before you has 
already indicated, that there could be a prob- 
lem on trading or swapping between compa- 
nies to create eligible expenditures. Obvious- 
ly, that has to be closed. We would want to 
think more about it in terms of finding a 
better way than just allowing Crown 
reserves, and in the absence of a better 
system then purchase from the Crown would 
be the logical way to do it. 

The other difference that we have noted on 
earned depletion, and which perhaps I should 
mention, is that we limit it to 50 per cent, 
while most of the other limitations have been 
334 per cent. 


The Chairman: Even the White Paper 
Proposals on earned depletion have an overall 
limit of 334 per cent. 


Mr. Ross: Yes. 
The Chairman: That is on the net. 
Mr. Ross: Yes. 


The Chairman: But they also permit you to 
carry forward. 


Mr. Ross: Yes, sir. 


The Chairman: Have you any comment to 
make on that? 


Mr. Ross; Well, it would be pretty drastic if 
you could not carry forward. 


The Chairman: But you cannot carry for- 
ward at the present time. 


Mr. Ross: That is true, you cannot carry 
forward at the present time. However, with 
carry-forwards or anything else, under the 
White Paper it is not as attractive as the 
current system. That proposal helps a bit, but 
it still does not get up to the level of the 
current system, because under the current 
System we get 334 per cent automatically. 


The Chairman: I seem to recall that one of 
the other companies—I think it was Gulf, and 
perhaps you recall it, Senator Phillips—said 
that 20 per cent on earned depletion plus an 
earned depletion on the basis of $1 for every 
$2 you spend would about approximate in 
result the 334 per cent depletion to which you 
are entitled at the present time. 


Mr. Ross: I gather the problem with it is 
that if you make that calculation you can get 
lifferent answers. But when we ran it 
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through, as I indicated, we felt that the cur- 
rent system was about the equivalent of a 15 
per cent gross, so if you had a 20 per cent 
gross we would think that would be higher. 


Mr. B. Rombough, Chairman, Tax Council, 
Independent Petroleum Association of 
Canada: The only comment I could make on 
that is that if you take the White Paper and 
also the effective tax rates into account, then 
the best tax rate you could have is 334 per 
cent, and you could move as high as 50 per 
cent. I think the attempt in the high tax 
proposals is to put a ceiling of 424 per cent on 
our tax rate, and to give us the chance of 
getting a 25 per cent tax rate if we carry out 
an aggressive exploration program. Our num- 
bers are worked in that range. I have not 
examined the Gulf proposal. 


The Chairman: You have not said anything 
about the position of the shareholder vis-a-vis 
depletion. The White Paper takes away any 
right to a depletion allowance on the divi- 
dends that the shareholder may get. 


Mr. Rombough: We have dealt with this... 


The Chairman: I mean that we have not 
dealt with it in our discussion here today. 


Mr. Rombough: We are concerned about 
that. We believe that we are losing the deple- 
tion allowance for our shareholders, and of 
course, we are concerned about the loss of the 
dividend tax credit. Those two things, we 
feel, create a bias against the securities of our 
industry. As a matter of fact, we have recom- 
mended that they both be continued and, if 
anything, that the dividend tax credit be 
incresed to 25 per cent. 


The Chairman: You heard some discussion 
here this morning with the Toronto Stock 
Exchange on the question of how the divi- 
dend tax credits should be treated. They sug- 
gested a sliding scale which, in effect, would 
produce plus tax revenue as against the inte- 
gration proposals which produce a minus. 


Mr. Van Sant: We certainly do not like the 
integration proposals because we think they 
will have the effect of channeling Canadian 
capital into the slower growing, higher tax 
paying Canadian companies, and away from 
the natural resource companies. We are total- 
ly in agreement with the testimony we heard 
here this morning in that respect. 


The Chairman: With respect to interest in 
foreign capital, what would you think would 
be the effect of the White Paper Proposals? 
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Mr. Ross: I do not think there is any ques- 
tion, sir, but that they would decrease the 
amount of foreign capital coming into the 
industry. 


The Chairman: Why’? 


Mr. Ross: Because under the proposals their 
effective tax rate is materially increased, and 
under the production that is here currently 
the value is decreased. I think that even 
despite the dollar cost you have a loss of 
confidence that enters into the situation as 
well. 


Mr. Van Sant: I think there are a number 
of reasons why it would drastically reduce 
the amount of foreign capital coming into our 
industry. In terms of securities I do not think 
the world financial community appreciates 
the taxation of unrealized capital gains. I 
think they would have a feeling that it would 
create artificial pressures on the Canadian 
security markets which would make the 
Canadian market place singularly unattrac- 
tive for investment. 


The Chairman: Let us forget about that. 
We have heard so many representations on it, 
that you do not need to assume that we are 
not interested in that. 


Mr. Van Sant: Very well, sir. The other 
factor is that under the integration proposals 
it would cause companies that do not pay 
taxes, and that do not have taxable income, 
to pay out their reported earnings. There is 
differentiation, of course, between reported 
earnings for tax purposes and stockholder 
purposes. In relation to companies exploring 
they would be forced, not having the cash, to 
pay out their earnings in stock in order that 
their shareholders should get any credit for 
taxes they might pay at such time as they 
become taxpaying companies. 

This would increase the capitalization of 
our natural resource companies. Investors, as 
a general rule, do not like large capitalized 
small exploration companies because they 
have a large amount of shares outstanding. 
This is a factor that would hurt us. 

Depletion is the other. factor that would 
hurt us and already has. The suggestion is 
that it might be tampered with and has 
already affected the flow of funds into our 
industry. 


The Chairman: Can you illustrate that? 


Mr. Van Sanit: In the case of Bow Valley 
Industries we have had an average of $3 mil- 
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lion a year from outside investment. On 
November 7, the day after the White Paper 
proposals were published, those funds were 
cancelled and we did not get another dollar 
and will not until this problem is resolved. 


The Chairman: That is the uncertainty. 


Mr. Van Sant: Certainly until the ground 
rules are known they are going to hold up 
their investment. This is our source of 
exploration capital and accounts for 80 per 
cent of our exploration. 


Senator Phillips (Rigaud): Mr. Chairman, Ai 
have this summary of the Imperial Oil recom- 
mendation to compare with that produced by 
these gentlemen. 

The Imperial Oil summary is: 

However, Imperial’s preferred recom- 
mendation is that depletion ‘be imple- 
mented as a percentage of gross income 
from production at a rate at least com- 
petitive with the current U.S. rate, and 


limited to an appropriate percentage of | 


net producing profit. This form of deple- | 
tion allowance would promote explora- 


tion by rewarding successful effort rather 


than by subsidizing spending as the white | 
paper proposes. It would also eliminate » 
some of the undesirable aspects of the | 


present system. 


Then I come across this two to one business 


which I associate with Imperial. It says: 


Failing this, Imperial Oil suggests a 
transition period of 10 years, a dollar of | 
depletion per two dollars of expenditure, | 
and the inclusion of mineral rights and 
all oil and gas field development costs as | 


‘eligible expenditures.’ 


Mr. Ross Chevron’s recommendation is much 
the same, but they say that if the White > 
Paper is implemented all current income 
should be subject to the current rules, regard- | 


less, which is a little different. 


With reference to the exploration and devel- 
opment section, the way the White Paper 
reads it would appear that we could get 
around that problem of 20 per cent declining 


balance by merely incorporating a company 
and writing off the shares with a dry hole if 


they go through the balance of it. We just do 
not consider that to be the proper way, 
although it can be done. 


Mr. Van Sant: We feel quite strongly that 
capital losses should only be taken against 
capital gains. The United States has gone 
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through that experience at great length. To 
_ permit the unrestricted taking of capital 
_ losses against ordinary income opens up so 
| many loopholes that are not in the public 
interest that we do not feel it is appropriate, 


The Chairman: And at certain times it 
could be disastrous for the national revenue. 


Mr. Van Sant: It could be disastrous for the 
national revenue. It could also have a very 
unwarranted effect upon security prices in 
times of a declining market such as we have 
been through this last year. 


The Chairman: I am interested in your 
word through. 


Mr. Van Sant: We live in hope in the oil 
business. 


Mr. Ross: Our recommendations with 
regard to capital gains tax are another fea- 
ture of our brief. 


The Chairman: You refer to tax-free capi- 
tal gains. Do you mean by that no capital 
gains tax? 


Mr. Ross: No, we are suggesting that a 
capital gains tax be imposed which gradually 
builds up from 5 per cent in the first year to 
perhaps 25 per cent in the fifth year, but 
would not exceed the rates in the United 
States at any time. 

It is also recommended that a number of 
items would not be subject to capital gains, 
namely houses, art and this type of asset. 


The Chairman: What about farms? We 
have had representations that farms which 
continue to be used as such even after their 
sale should not be subject to capital gains tax. 


Mr. Ross: We feel that the sale of oil lands, 
mineral rights, should be at ordinary income 
rates. That is the current practice and inas- 
much as we can deduct their costs we feel 
that it should be included in income. 


Mr. Van Sant: We are concerned with the 
position of the middle range taxpayer in rela- 
tion to capital gains. For instance, in the 
United States between 70 per cent and 80 per 
sent of the total capital gains are raised from 
2€ople earning less than $20,000 per year. 


Our examples show that a taxpayer who, 
‘or instance, has a salary of $10,000 per year, 
1 long term capital gain of $5,000 a year and 
S a resident of the State of California, in the 
irst year of implementation of the White 
?aper proposal on widely-held Canadian 
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public companies would have a capital gains 
tax rate in Canada of 17.6 per cent. However 
if he was a USS. citizen buying a Canadian 
Stock his tax rate would only be 11 per cent. 
By the fifth year, with the U.S. tax rates 
golng down, the Canadian would pay 17.6 per 
cent and the USS. citizen 9.6 per cent. 

We do not believe that the U.S. citizen 
should have a lower rate of capital gains 
taxation when competing with Canadians in 
buying Canadian securities if in fact we are 
interested in having Canadians own more of 
their own securities. 


The Chairman: There are two methods of 
dealing with that: the rate on Canadians is 
lowered or that on Americans is raised. 


Mr. Van Sant: The American rate has gone 
up, as you know, sir, but even with that 
under the proposals of the White Paper 
Canadians in this middle income bracket 
would still be at a very serious disadvantage. 

As a matter of fact, it is only the very 
wealthy Canadian who would have an advan- 
tage over wealthy Americans in buying 
Canadian securities. We would like to main- 
tain and increase the level of Canadian own- 
ership in our companies. 


The Chairman: To what is this directed? 
Have you some suggestion with respect to this 
point? 


Mr. Van Sant: The suggestion is if we do 
not tax capital gains at ordinary income rates 
they should be fixed rates lower than those in 
existence in the United States. 


Senator Phillips (Rigaud): Except that you 
do not put it quite that way. You say you 
start at 5 per cent and go up to 25 per cent. 


Mr. Van Renssalear: Right. 


Senator Phillips (Rigaud): You do say so 
that it becomes somewhat lower than the 
effect in the United States. After all, we 
cannot keep track of the rates in the United 
States as they may vary from year to year. I 
take it that basically your suggestion is that 
we start at 5 per cent and do not exceed 25 


per cent. 


Mr. Van Renssalear: That is exactly the 
situation. 


Senator Phillips (Rigaud): That is at page 
18: of the brief. 


Mr. Van Renssalear: The other thing in 
that connection is that, in our industry we 
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have a number of companies that would be 
classified as privately held companies under 
the terms of the White Paper. We are very 
much concerned that these companies would 
have great difficulty in getting outside financ- 
ing, because many private companes do get 
outside financing. Our company, which start- 
ed in 1949, could not have done what we have 
done if we had not made certain private 
financing deals when we were still a private 
company. 


The people who buy securities in small 
companies, where there is high risk, do not 
buy them to get dividends, which in effect is 
what the White Paper says. It says in effect 
there should be neutrality, it should not be a 
matter of concern to the individual investor 
whether he gets his returns from dividends or 
from capital gains. The reality is that people 
investing in small companies are looking for 
capital gains. If they are to be treated at a 
different capital gains tax rate from the big 
companies, then that kind of risk capital will 
not flow into small companies, where we need 
the growth, and this is why we do not like 
integration. 


Senator Phillips (Rigaud): You have intro- 
duced your brief by viewing with concern 
four items. One is the integration system, the 
other small businesses, and you mention two 
others. We are assuming that with the aban- 
donment of the integration system, and the 
distinction that goes with it between privately 
held companies and all that kind of business, 
we are really dealing with the subject matter 
of capital gains tax isolated. 


Mr. Van Renssalear: Right. 


senator Phillips (Rigaud): I take it your 
recommendations are on that assumption. 


Mr. Van Renssalear: Exactly. 


Senator Hays: You like the capital gains 
aspect, do you? 


Mr. Van Sant: No, we do not. 
Mr. Van Renssalear: No, we do not like it. 
Senator Hays: Why did you not say so? 


Mr. Van Renssalear: We do not like it from 
the viewpoint of Canadian ownership or from 
the viewpoint of general economics. We have 
to like it from the viewpoint of equity in this 
day and age. From the viewpoint of equity in 
this day and age it is the only justification I 
can see for it. 
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Senator Hays: We have been getting on | 
very well without capital gains. Can you live” 
with it? | 


Mr. Van Renssalear: I think Canada is one 
of the last countries in the world that should . 
have a capital gains tax, because we need — 
capital so badly. 


F. 


Mr. Ross: I think when we recommended a 
capital gains tax, it probably was not because 
we wanted a capital gains tax, and it was not . 
that we thought Canada needed a capital 
gains tax. We felt really that the political 
realities would seem to indicate that Canada 
was going to get one, and if it was going to. 
get one we felt we would like to get it as 
reasonable as possible. It is in that context | 
that it was recommended, not that we want 
one. | 

/ 


Senator Connolly (Ottawa West): On the 


basis of lean back and enjoy it. 


Mr. Ross: I am afraid so, yes. 


Senator Hays: But you really think you 
could get along without it? | 


Mr. Ross: I believe so, without any ques- 
tion, and I think we would be better off with- 
out it. Certainly at our end of the 7 BO 
there is no question about it. 


Senator Hays: What is the relationship a 
exploration drilling costs in Canada, which is 
a pretty cold, harsh country, with other com- 
peting countries? 

Mr. Ross: I think you can even take the: 
costs in Canada, because they vary quite 
materially. A 5,000-foot well can be drilled i 
southern Alberta for probably in the order of} 
$40,000. In the middle of the Mackenzie it 
is probably up in the $400,000 range, depend 
ing on when it is done. Of course, drilling i 
the Mackenzie delta on an exploratory basis | 
it could be in the $1 million or $2 millio 
range. In the Arctic islands you can hav 
some trouble, and it could be practicall 
anything, as it was with that Great Point well 
where they had to drill a relief well and s 
on. 


Our costs vary all across the country. Now 
as we are moving further north, exploratio 
costs are increasing materially. It is not onl 


Probably only 25 per cent of the costs go t 
the drilling contractor; the balance goes t 
aviation companies, transportation companie 
food, building roads and that type of thing. 
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We are contemplating drilling just south of 
Norman Wells. It would probably cost 
$400,000 for a 6,000-foot well on the banks of 
the Mackenzie. But as we move further west 
through the mountainous areas the cost will 
double if we move about 25 miles. Our costs 
will certainly increase very materially, and 
we now have to find bigger oil reserves per 
dollar expended that we ever did before. 


The Chairman: You want to make a com- 
parison with, say, United States prices and 
costs. 


Mr. Ross: United States prices in perhaps 
Texas, Louisiana and Oklahoma, would be 
two-thirds to three-quarters what our costs 
may be. In places like North Dakota you 
could run into slightly higher costs than in 
southern Alberta or Saskatchewan. 


Senator Hays: But generally costs in 
Canada per barrel produced are a great deal 
higher than in the United States? 


Mr. Ross: Drilling costs per barrel? 


Mr. Van Sant: No. In Canada we have 
almost the same spectrum of costs as in the 
United States, if you include our rate and 
theirs. The cost per barrel in Canada is less 
for developed oil at the present time. 


Mr. Ross: You are talking about finding 
costs. 


Mr. Van Sant: Finding and development 
costs, because it is the younger oil province, 
and it has not been explored to the extent 
that the United States has. 


Senator Hays: But in order to find other 
fields this could change. 


Mr. Van Sant: We are still in a younger 
area. We have taken pretty well the cream of 
the crop in Alberta. We have gotten all the 
cheap oil there that we know about. Now we 
are going into the Arctic and the Northwest 
Territories, and our costs are beginning to 
ymultiply very rapidly. 


Mr. Ross: Even though we have a lower 
cost per barrel, we also have higher transpor- 
tation costs per barrel and a lower price per 
barrel, so even though we may have lower 
finding costs—and we do have lower finding 
costs—to some degree they are offset by these 
‘other two things. 


Mr. Van Renssalear: The other thing is that 
the locus of oil exploration in the United 
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States is now moving into more expensive 
areas, Offshore and up in Alaska, where they 
are comparable with what we are doing. 
There are other parts of the world where a 
lot of exploration is going on and they are 
finding big reserves. They have just made a 
big discovery in the North Sea, also in Ni- 
geria and other parts of the world. 


Senator Connolly (Ottawa West): In other 
words, the Canadian resources are very far 
from the markets and in the wrong place? 


Mr. Ross: Yes. 


Mr. Rombough: The best measure we know 
of cost realization is the rate of return on the 
industry. We know that the rate of return on 
the industry in Canada is not quite as good as 
it is in the United States. 


Senator Connolly (Ottawa West): What is 
the f.o.b. cost on the average? 


Mr. Ross: It would probably be about $2.80 
a barrel. 


Senator Connolly (Ottawa West): I heard a 
price of $2.27 about a year ago. 


Mr. Ross: The price in the field of Pembina 
is $2.55 and the price of Mitsue is about $2.70 
in the field. If you get a mixture of a light 
and a heavier crude the price, of course, does 
go down and you can get as low as $1.75 a 
barrel. It is about 24 gravity crude. 


Senator Connolly (Ottawa West): What is 
the cost of Middle East oil in northwest 
Europe? 


Mr. Ross: I would be guessing, but it is 
probably in the order of $2 a barrel. 


Senator Connolly (Ottawa West): But it is 
$2.80 laid down in Edmonton? 


Mr. Ross: That is right. 


Senator Connolly (Ottawa West): So the 
export market for Canadian crude in north- 
west Europe is... 

Mr. Ross: Practically non-existent unless 
you found fantastic reserves In the Arctic 
islands, assuming you could move it out by a 
tanker or some other way. 

Senator Connolly (Ottawa West): Or off the 
east coast. 


Senator Hays: It would take quite a bit of 
money to import it on the foreign exchange. 


Mr. Ross: Foreign crude? 


’ 
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Senator Hays: Y€s. 
Mr. Ross: We are doing it currently. 


Senator Hays: Are the conservation laws 
the same in Canada as in most countries, such 
as the number of wells you can put on a 
number of acres? 


Mr. Ross: No. The main area with conser- 
vation laws which you run into would be in 
the United States. It varies from state to state 
quite materially. Their wells are probably 
more closely spaced than ours. Ours have 
moved from 40 acres to 80 acres to 160 acres 
as the minimum spacing pattern. In most of 
their states it would be around 40 acres but 
they would give you bonuses if you went to 
wider spacing. In Alaska I think the spacing 
pattern at the moment is 640 acres. By and 
large, you go to the Middle East and you have 
straight economics of good production prac- 
tice. Conservation is only practised to a major 
degree in Canada or the United States. 


Senator Hays: This would keep the rela- 
tionship of the cost of oil and drilling sub- 
stantially lower, wouldn’t it? 


Mr. Ross: Conservation would? 


Senator Connolly (Oitawa West): Yes. If you 
were going to put 10 wells on 160 acres out of 
the same pool the conservation laws would 
tend to keep your costs lower. 


Mr. Ross: To the degree that these foster 
wider spacing. 


Senator Connolly (Ottawa West): Under 
existing laws in the United States and Canada 
the cost of drilling might be a great deal 
higher per barrel of oil. 


Mr. Van Renssalear: Another reason it 
might be higher would be that the reserves 
we have been finding, with the exception of 
crude oil, would not be the quality of reserves 
found in other parts of the world. 


Mr. Rombough: We know, of course, that in 
Alberta in the near future we will have to do 
a considerable amount of infield drilling in 
order to adequately drain the reservoirs. 


Senator Connolly (Ottawa West): The f.o.b. 
price for crude oil in Alberta is roughly 
$2.80? 

Mr. Rombough: In Edmonton. 


Senator Connolly (Ottawa West): What 
about the average price in the American 


fields, such as Louisiana, Texas and 
Oklahoma, but not the offshore fields? 


Mr. Rombough: It is probably close to $3 
U.S. 


Senator Connolly (Ottawa West): What 
about the relative transportation costs from 
Edmonton to Chicago as against Texas, 
Oklahoma, Louisiana and Chicago? 


Mr. Rombough: Just guessing I would think 
from Edmonton to Toronto—Chicago would 
be in the 50-cent per barrel range or some-_ 
thing like that. From Texas to Chicago it 
could very well be in the 30-cent range. It 
depends what system you use. I do not have 
the figures at hand. 


The new pipeline system from the Gulf 
coast into the Chicago area is a large modern 
line which will handle oil much more effi-- 
ciently and cheaply than any of the older sys- 
tems throughout the southwest or our sys- 
tems in Canada. 


Senator Connolly (Otiawa West): Are we 
getting the modern systems installed in 
Canada? 


Mr. Rombough: No, sir. 


Senator Connolly (Ottawa West): We are 
not? 


Senator Hays: Why? 


Mr. Rombough: In future lines I think we 
will, but at the present time we do not have a 
modern system. 


Mr. Ross: The fundamental problem 
regarding a modern system is really that in 
order to get it you have to anticipate future 
demand. You have to go to a large market so 
you can justify a large line. The economics of 
oil transportation come through sizable lines. 
For example, if we were to provide the Mont- 
real market with 600,000 barrels a day and 
build up a trunk line to get it down there, our 
costs would go down materially. What we 
have been doing is to anticipate a little bit of 
demand and to add a loop here and there. 


Consequently, we end up with a high-cost 
system. 


Senator Connolly (Ottawa West): Is it hard 


to get the capital to build up these newer lines 
in Canada? 


Mr. Ross: With guarantees there should not 
be too much problem. 
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Mr. Rombough: If you have a supply on the 
market there is no problem. The original line 
was built to serve a much lesser market than 
has now developed. It has been looped and 
patched to accommodate the present market. 


Senator Connolly (Otiawa West): Would 
institutional capital be available in Canada if 
the White Paper proposals are implemented? 


Mr. Ross: I suppose if the rate is high 
enough, but if the White. Paper present 
proposals are instituted the tariff will have to 
go up on oil pipelines because you cannot 
take accelerated depreciation, and probably 
your bond costs would be higher for a 
demand for money. We have not done any 
studies in order to know what the final effect 
would be, but unquestionably the tariff has 
to go up. If you make it attractive enough, 
you can probably get some of the money or 
outside money as well. 


Mr. Van Renssalear: The end result would 
be the consumer would pay more for the 
product. 


Senator Connolly (Ottawa West): That is 
interesting. The mortgage would be the 
product. 


Mr. Van Renssalear: It would have to be, 
otherwise capital would not be attracted to 
the venture. It is a competitive situation. 


The Chairman: There is a limit to the price 
in the market and you have to be 
competitive. 


Senator Hays: Under the White Paper, in 
your opinion, do you think that we could 
keep up with the reserves which are required 
through the market in so far as money is 
concerned? 


Mr. Van Renssalear: I personally do not, 
sir. From the experience we have seen since 
last November, when you consider that the 
independent section of the industry drills the 
majority of the wildcat wells and the 
independent section of the industry is 
required to go out and find its capital in the 
world maret place, as well as in Canada. 
The answer to that is that we are not going 
to be able to maintain this capital flow in 
the future, in my view, at the rates we have 
been getting. 


Mr. Ross: I think, senator, one could call 
oneself lucky if one were to find a lot of 
cheap oil with not too much expenditure, and 
under our system and perhaps under any 
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system you might very well do it. But with 
the experience of the past 21 years, and I 
think this is the only logical way we can look 
at it, with the White Paper proposals we 
would not expect to find the reserves 
required to satisfy the demands that we think 
will be there and still maintain the years of 
life that we have anticipated. 


Senator Hays: Are you keeping up those 
reserves at the present time? 


Mr. Ross: You cannot keep up reserves on a 
yearly basis, Senator Hays, because in some 
years you have a lot of luck and some years 
you do not, but overall there has been a 
gradual decline in years of life—that is, per- 
haps, an index. Our years of life are in the 
order of 24 years or 23 years. The Americans 
are down to 9 or 10 years of life. It will be a 
decline as we go on and we would anticipate 
to be down to 15 or 16 years, but we expect 
that under our proposal, too. 


The Chairman: Is there any other point we 
have omitted to question you on? Is there 
anything you would like to bring forward? 


Mr. Ross: One thing I would like to bring 
forward is this. The oil industry gets a lot of 
criticism, very regularly, on the fact that it 
does not pay much income tax. 


Senator Isnor: Is that a fact? 


Mr. Ross: It does not pay much income tax. 
I think we recognize that it does not. How- 
ever, it makes a major contribution to the 
requirements of the governments at various 
levels for funds. During the last 20 odd 
years it has contributed, through Crown 
sales, lease rentals, royalties, perhaps in the 
order of $34 to 4 billion. 


I note from the Alberta brief that they 
expect during the next ten years, under cur- 
rent conditions, to get about $4 billion. If you 
can take past history, you would expect other 
jurisdictions also to get about $3% to 4 billion. 
So the oil industry has made material contri- 
butions to the welfare of this country through 
these contributions I have indicated and It 
would appear that, given enough incentive in 
the next decade and given a lot of luck, we 
should be able practically to double that 
contribution. 


I think this is an important consideration 
which should be borne in mind when we are 
looking at whether we should raise taxes 
somewhat and discourage exploration. 


’ 
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Senator Carter: The witness said earlier that 
the oil industry, the petroleum industry, is 
capital intensive. How many jobs does it 
represent, and what is the payroll? 


Mr. Ross: Sir, I do not have those numbers 
exactly. We have them for individual compa- 
nies here. I think that there is a general 
answer to your question. The oil industry 
directly does not employ that many people— 
probably 10,000 or 15,000, I suppose. 


However, if you look at studies that have 
been made, by Professor Hansen in Alberta 
and updated, he indicates very clearly that 
the population of Alberta is currently in the 
order of 1.6 or 1.7 millions. And had the oil 
industry not been present, the population of 
Alberta would be less than 700,000. So the oil 
industry directly and indirectly is responsible 
for at least half the population of Alberta, 
close to 800,000 or 900,000 people. 


If you take in Saskatchewan, you end up 
with another couple of hundred thousand 
people. That has nothing to do with the pur- 
chases which are made in eastern Canada by 
way of steel pipe, wire ropes and so on and 
the increasing percentage of our purchases 
are now being made in eastern Canada, of 
automobiles and that kind of thing. 


Senator Hays: And many other things, also. 


Mr. Ross: Yes, that is right. I think this is 
more important than the number of people 
directly employed. 


Senator Connolly (Ottawa West): The wit- 
ness has touched upon a point that has gone 
without much consideration, that is, that 
there is little sympathy for oil companies, on 
the alleged ground that these fellows never 
pay any income taxes. That is the way the 
proposition is put. 


Mr. Ross: That is right. 


Senator Connolly (Ottawa West): We have 
had oil companies here who have been in the 
business for a long time, for a good many 
years—we had one here last week—and they 
have never yet paid any income tax, though 
they have been here 15 years. 


That kind of criticism is something we 
might try to deal with. I do not ask you to 
make a speech, perhaps other than what you 
have said. Certainly they are selling their 
stock, people are getting dividends, but the 
Government is not getting any and the tax 
“boys” viewpoint is that this is not good 
enough. 
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The Chairman: The reason they are not . 
getting taxes is because the cost uses up so , 
much of the earnings. ! 


Senator Connolly (Ottawa West): I want the | 
witness to say it. I did not want to lead him, © 
Mr. Chairman. 


The Chairman: It is not a court of law. 


Mr. Ross: As I indicated in the case of our 
own company, we have been in operation since | 
1947 and we have paid no income tax but we | 
have also invested 50 per cent more than our | 
total cash flow. We believe that makes a | 
material contribution to the country. Until we 
are actually in effect making some money, ° 
there just is no way we can pay. If we do pay © 
income tax, obviously we will reduce the | 
level of exploration. This has to happen, | 
because the only discretionary thing you | 
really have is a level of exploration. So to the | 
degree you take money out of the stream to — 
pay tax, you cut exploration. Therefore, we | 
would feel that the contribution to the indus- | 
try we make would be less. | 


Senator Hays: Would you not consider a |. 
royalty a tax? | 


Mr. Ross: We really consider the lease 
bonuses, the royalties and the rentals as taxes 
in effect. 


Mr. Van Renssalear: Could I just speak to | 
this in specific terms, although it may be | 
worse in connection with our company. 


Our sales last year were about $34 million, | 
salaries and wages were $12.5 million, income | 
tax deducted from salaries and wages was } 
$2.5 million. We paid property and municipal _ 
taxes of $96,000. Royalties paid to the provin- 
cial government were $92,000. We paid $806,- | 
000 in land bonus claims. 


This was a company that started in 1949 | 
with three people and a capital of $5,000. 


Senator Connolly (Ottawa West): You were | 
a small company, a small business. 


Mr. Van Renssalear: That is right. Until 
1960 this company was a small business, not a 
public company. 


The Chairman: If there are no other ques- § 
tions, I wish to thank you very much for 
being with us this morning and for your | 
presentation. 


The committee adjourned until 2.15 p.m. 
Upon resuming at 2.15 p.m. 
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The Chairman: Honourable senators, we 
will resume. Our first submission is from 
Denison Mines Limited. Mr. Roman, Chair- 
man of the Board and Chief Executive Officer, 
is going to make the opening statement and 
introduce his panel. 


Mr. S. B. Roman, Chairman of the Board 
and Chief Executive Officer, Denison Mines 
Limited: Mr. Chairman and honourable sena- 
tors, I know that your committee likes an 
opening statement which establishes the 
broad approach of the brief and highlights 
the basic positions taken in the brief. First of 
all, I would like to mention how Denison 
Mines came to submit a brief. 


My early life experiences were in a very 
different kind of country than Canada; a 
country that is no longer a free country. This 
fis something which I have in common with a 
great many other Canadians. My personal 
approach to life in Canada has been dominat- 
ed by two fundamental views derived from 
these early experiences: the first is the impor- 
tance of government in providing a framework 
within which individuals can be strengthened 
in independence rather than dependence; and, 
the second is that it is only individuals who 
can benefit themselves and their country 
through their own efforts, and that a society 
which is short of individuals strengthened in 
independence of thought and action is a socie- 
ty whose foundations will not enable it to 
meet the test of time. 


When the federal White Paper came out 
last November, I asked those of my associates 
who are more expert in taxation matters than 
I, two questions: over the long run, will the 
proposed reforms strengthen the economic 
environment; and, over the long run, will 
the proposed reforms provide incentives to 
achievement by individual Canadians? 


Unfortunately, the answers came _ back 
“no” to each of these questions. It was for this 
reason that Denison decided to submit a brief 
}and to appraise the White Paper from two 
basic points of view: will the proposals 
\strengthen the Canadian economic environ- 
ment; and, will the proposals strengthen 
|Canada by strengthening individual Canadi- 
‘ans through the opportunity and incentive to 
build for the future? 


We discerned six main elements in the 
White Paper approach to tax reform. They 
Jare: the social objectives; the equity aspects; 
the structural aspects; the national objectives 
test; the size and scope of the proposals, and, 
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the share of national income to the federal 
Government. 


Briefly, we are impressed by what appears 
to be the broad social objectives of the White 
Paper. But we do not think they can be suc- 
cessfully achieved under the White Paper 
approach. We think it is significant that Pre- 
mier Bourassa took the same position two 
weeks ago in Winnipeg. In particular, we are 
concerned about what seems to be the serious 
misunderstanding of the role of capital in 
private hands and of individual initiative and 
effort in serving these objectives, 


We are satisfied that the over-all equity of 
the tax system will be reduced rather than 
enhanced. 


We have concluded that the proposed tax 
structure will be less flexible, less under- 
standable and less durable than what we now 
have. 


We regard the size and scope of the propos- 
als as unmanageable. 


We are at a loss to understand the absence 
of any effective attempt to design tax provi- 
sions that would contribute to major national 
policy objectives. 


We were dismayed by the major tax 
increase implications of the proposals, a con- 
cern which is only partly reduced by the re- 
cent letter of the finance minister to your com- 
mittee. There could continue to be a basis for 
automatic revenue increases beyond the five 
year period covered by the letter. 


Mr. Chairman, I do not know how your 
committee would prefer to discuss the brief. 
Possibly you would like to follow the order 
that is taken in our brief. First, we estab- 
lished the broad perspectives for tax reform 
in the seventies. Then we appraised the six 
main elements of the White Paper approach, 
followed by a specific examination of capital 
gains, corporations and their shareholders, 
international aspects and the mineral 
industries. 


I would like to highlight our approach to 
capital gains and to Canadian ownership, and 
I hope we can get into these two vital ques- 
tions in some detail. 

First, on capital gains. Our attitude toward 
the taxation of capital gains is based on the 
view that capital and income are not the 
same thing; that the creation and preservation 
of capital can be a powerful motivation to 
savings, innovation and enterprise; and that 
capital has been and is our essential source of 
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economic growth and thus individual well- 
being. Canada still needs the dynamic risk- 
taking and capital formation which the tax- 
free treatment of capital gains has provided. 
Tax-free capital gains have been a dynamic 
element in promoting Canadian growth in 
competition with the huge economic power of 
a capital surplus United States. It is a form of 
policy bankruptcy to be espousing a policy of 
more Canadian enterprise for Canadians, 
while reducing through higher taxation of 
risk and capital the incentive to do the job 
and the savings available for the job. 


Second, on Canadian ownership. Canadian 
ownership will not be advanced by any of the 
provisions of the White Paper. It will be 
retarded by many, especially by the adverse 
savings effects of the capital gains tax and 
the elimination of recognition of small busi- 
ness financing problems, and by the negative 
proposals for mining and Canadian-based 
international investment. 


Our political system will survive only 
through the increasing direct participation of 
citizens; equally, our economic system, on 
which our political system rests, will survive 
only though full economic participation by 
more and more Canadians. Decentralization 
of capital in the next decades must match the 
centralization of capital in the past decades, if 
our free society is to remain viable and its 
balance restored. 


This can only be achieved by emphasizing 
the creation of capital and savings by 
individuals. It is vital that every Canadian 
appreciate that his income today can become 
his capital tomorrow—if it is saved. This 
means encouraging, not penalizing, the 
individuals who save. There is no other way 
for Canadians to own more of Canada. 


Our brief contains a number of positive 
proposals based on these requirements. We 
believe their adoption will strengthen the eco- 
nomic environment, which is the foundation 
of fairness for our people. We believe their 
adoption wiil also provide incentive for 
Canadians to build for themselves and the 
future of Canada. 


Thank you. We will now be happy to 
answer your questions. 


I would like to introduce my associates. Mr. 
MacDonald from McMillan, Binch. Mr. Bruce 
McConkey, our Vice-President, Finance and 
Treasurer, and Mr. Parmelee. 


The Chairman: Senator Phillips. 
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Senator Phillips (Rigaud): Mr. Roman, in ' 


some of the questions I propose to put to you 
I would like to state the following: when the | 
honourable senators here do not necessarily 
follow the format of your brief and the 
importance that you place on the significance 
of social matters, equity and _ structural | 
changes, and the like, it does not necessarily 


mean that we are not responsive to the argu- — 
ment. But it does mean that, after having — 
listened to a great number of briefs from 


across the country, there are certain aspects 
of the White Paper in the representations that | 
have been made to which we are already 
sensitive, and if they are not necessarily dis- 
cussed by my colleagues, it does not mean that. 
we are not studying them carefully. 
Therefore, you might find that in our reac- 


tion to your brief we may be picking up some 
of these questions not necessarily in the order 


of the format of your brief because we are 


seized with some of these matters that may 
have been raised in other briefs. Because you 


may find me jumping to the latter part of | 
your brief rather than the earlier part, I felt 


that this explanation was necessary. 


Now, with that background, would you be 
good enough to turn to page 42 of your brief, 
possibly going back to page 41? As far as I 
am concerned, as one of the members of this 
committee I am impressed basically by two 
contributions that you are making to the 
White Paper debate in dealing with the natu- 
ral resources industry. That is on page 41 of 
your brief. Paragraph 6.6 of that section 
states: 


Here are four key factors about Canadian 
mining in the seventies:— 


and you mention the four items which I wil 
ask the stenographer to introduce, so that 
will not waste time in reading them. 


—metal ore reserves are now more dif- 
ficult and more expensive to find i 
Canada than in countries like Australia. 
and are usually lower grade as well; 


—Canadian developments are usually i 
remote areas and have a very high capi- 
tal cost; 


—radical reductions in ocean transporta- 
tion costs are not matched by reduction: 


in Canadian railway or lakeshipping 
costs, thus shifting the international com- 


petitive balance from Canada; and 


—the regions dependent on Canadi 
mineral industries cannot, 


+ ire meal 
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their lack of a broad industrial base, 
afford to have mining activity decline. 


The White Paper refers to the fact that the 
natural resources industries are entitled to 
incentives, but the incentives should be 
reduced rather than maintained, leave alone 
not increased. I, for one, am impressed by the 
key factors which you say are present in the 
seventies which involve at least the mainte- 
nance of the present incentives rather than 
their reduction. 


Honourable senators will be reading para- 
graph 6.6. Each one of the four items, I think, 
is of basic importance but not quite developed 
to the point you have developed it in your 
brief, at least in seriatim form. 


Having said that, I would like to move to 
_ page 42, paragraph 6.12. The last part of that 
_ paragraph intrigues me, which states: 


The value of the present incentive provi- 
sions is estimated to drop under the 
White Paper by up to 75 per cent for 
mining generally and by 85 per cent for 
iron ore mining to feed the Canadian 
steel industry. 


have you any working 
justify these mathematical 


| My question is: 
ismaterial to 
— conclusions? 


Mr. W. A. MacDonald (Partner, McMillan, 
Binch, Denison Mines Limited): Senator, the 
reference there is to mining generally. 


Senator Phillips (Rigaud): Do you mean on 
mpage 41? 


Mr. MacDonald: No, I am sorry, up to 75 
per cent. 


Senator (Rigaud): For mining 


_ generally. 


Phillips 


Mr. MacDonald: Yes, for mining generally. 
This was based on our knowledge of what the 
International Nickel Company is saying about 
its operations. They were here, I think, a 
week ago. I think they were very close, as I 
recall, to 75 per cent, and the Mining Associa- 
tion, in which this company participated, had 
/figures of the same general order of 
| magnitude. 


In the case of Iron Ore Mining for the 
Canadian steel industry, I was personally 
involved in the work that was done in pre- 
paring their submission to your committee 
and I know that they have working papers 
for four or five possible projected mines that 
the three Canadian steel companies are look- 
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ing at at the present time. This has averaged 
out, as I recall it, that they would retain 
about one-sixth of the incentives which, I 
think, works out to about 85 per cent. 


Senator Phillips (Rigaud): Right. With the 
permission of the Chairman, when the sub- 
mission was made by the Iron Ore Mining, 
were their scheduled projections in support of 
the 85 per cent diminution in incentives, or 
was it a conclusion? I am not questioning the 
validity of the conclusion, but I am wondering 
whether there was supporting documentation. 


Mr. MacDonald: For my recollection, sena- 
tor, I looked in another senator’s office before 
we came here to see if I could put my hands 
on the proceedings of this committee for the 
particular day when the three steel companies 
appeared. Unfortunately, that happened to be 
the only one that was missing, for what rea- 
sons I do not know, but that is usually, I 
suppose, the way it is. 

I have a firm recollection that one of the 
witnesses referred to the retention of only 
one-sixth of the benefit. Now, I know that 
that material was not part of any of the 
scheduled material that you had. I might say, 
although the gentlemen are not here, that I 
have heard that they wish to make available 
that material to the committee if it will assist 
you. 


Senator Phillips (Rigaud): Will you give me 
your status again, please? You will see why I 
am asking that. You are Mr.? 


Mr. MacDonald: I am Mr. W. A. MacDonald. 


Senator Phillips (Rigaud): You are a part- 
ner of one of the leading firms in Toronto, of 
which I am aware, McMillan, Binch. 


Mr. MacDonald: You do not expect me to 
comment on that. 


Senator Phillips (Rigaud): I suppose our 
Chairman would not mind me saying that. 
Are you prepared to state, as a lawyer from 
one of the important law concerns—I think 
one of the leading law firms in Toronto—that, 
with your experience and your association 
with this submission, you do not regard that 
statement that the present incentives would 
drop to 75 per cent for mining generally and 
80 per cent for iron ore—as a colleague at 
bar, are you prepared to state that that is a 
responsible submission to a fellow Canadian 
and a fellow barrister? 


Mr. MacDonald: I certainly believe that 
I would act on that basis myself. 


r 
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The Chairman: Senator Phillips (Rigaud), 
could we break it down a little? The mining 
industry at the present time—those who have 
already spent their tax holiday only have the 
depletion incentive, and that depletion pres- 
ently is 334 per cent of their net production 
income. 


Senator Phillips (Rigaud): Yes. 


The Chairman: Now, what you have to do 
is to translate that into what you would get 
from each dollar bonus for every $3 that you 
spend. 


Senator Phillips (Rigaud): Yes. 


The Chairman: I do not pretend to be that 
kind of a mathematician. I think some people 
who have appeared before us have indicated 
that there would be a substantial reduction. 


Senator Phillips (Rigaud): I find the figures, 
Mr. Chairman, dramatic. 


The Chairman: I have sent for a copy of 
the hearing so we should have them shortly. 


Senator Phillips (Rigaud): Because I find 
the figures dramatic, and I am sure that my 
colleagues must respond, and because we 
know that the incentives would be substan- 
tially reduced under the White Paper propos- 
als, I must confess that I never realized that 
the drop in respect of the mining industry, 
exclusive of iron ore, would be _ that 
precipitous. 


The Chairman: There are a lot of factors 
you have to look at. If the only thing you are 
looking at under the White Paper is earned 
depletion, then the only way you can earn it 
is by exploration and development. You have 
to bring in all the factors. 


Suppose we take an operating company 
which is earning money. The question is: 
what is the difference then? One thing 
depends on the stage at which they are at, 
and the amount of exploration and develop- 
ment they need to do. 


Senator Beaubien: Mr. Chairman, did not 
the Iron Ore people say that the exploration 
was all over—that it had already been done? 
So they would not get any depletion. 


The Chairman: No. That was very simple. 
They have iron ore available for the next 100 
years and therefore they said there was no 
need for them to spend any money on 
exploration and development, and that they 
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were not going to do any exploration. 
Theretore,s... 


Senator Beaubien: They would lose the 333 
per cent. 


The Chairman: Therefore, the depletion 
under the White Paper does not mean any- 
thing to them. 


Now, the tar sands people, which is a 
mining operation, have the same problem. 
They are in the same position. They have no 
exploration and development and therefore 
they cannot earn any depletion, and so there 
is no incentive. 


Senator Cook: Do the words “to feed the 
Canadian steel industry” have any signifi- 
cance? 


Mr. MacDonald: The significance, senator, 
of course, is that there is substantial iron ore 
mining for export to the U.S. steel mills, and 
because of the structure of the depletion and 
tax holiday provisions, the provisions are of 
greater value to Canadian steel mills than 
they are to United States steel mills. The 


) 
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significance is that 85 per cent is a figure that — 


we can stand behind as a principle or use for 
Canadian steel mills. 


I personally could not, nor do I think our 
group could stand behind what that figure 
would be for iron ore that is being mined for 
export. These people will have to speak for 
themselves; I take it that they have, in fact, 
been here. 


Senator Cook: I want to know whether or 
not you think domestic iron ore was treated 
more severely, and whether it would lose 
more under the revised proposals than ore 
that was mined for export? 


Mr. MacDonald: Frankly, I would not like, 


without access to the figures, to estimate or to — 


say what that might be, but at 85 per cent — 


you are getting very close to 100 per cent, 
and it could not be very much more. 


Senator Beaubien: Mr. MacDonald, even | 
though the iron ore company exports pretty © 
nearly all of its iron ore, it makes no differ- — 


ence in Canadian taxation law whether any 
of that is to be consumed in Canada or the 
States. 


Mr. MacDonald: Senator, in explanation, 
the depletion goes through for all mining to 
what is called prime metal. That is the pure 
state of the metal. In the case of the steel 
industry the purest state, before it becomes 
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converted into steel, is pig iron or hot metal. 
You reach a pig iron or hot metal stage in 
Canada with the Canadian steel mills, but 
you do not go that far for iron ore that is 
being exported to United States mills. There- 
fore it is either iron ore or pellets that are 
exported, which is an earlier stage of 
beneficiation. One might well suspect that the 
Canadian steel industry was going to be 
harder hit simply because it is being bumped 
over a further step in the processing. 


Figures are funny. Without looking at the 
figures I would not really care to say, 
although I do gather it is pretty devastating 
for the export iron ore just as for iron ore to 
be used in the Canadian mills. 


The Chairman: It is bound to be if there is 
no incentive. 


Mr. MacDonald: I do not want to recall 
previous evidence, but the Hamilton produc- 
ers who have American partners in the 
Wabash development suggested that, even 
under the White Paper and what was simply 
an incremental expansion rather than a brand 
new development, they were finding it hard 
to interest their American partners. 


Senator Burchill: On page 41, paragraph 6.6 
you say: 


Metal ore reserves are now more dif- 
ficult and more expensive to find in 
Canada than in countries like Aus- 
tralia... 


Are you referring to base metals? 


Mr. Roman: Base metals and most any 
other metal. We are looking for ore in a 
certain terrain and geological area. 


Senator Burchill; The Australian mining 
industry is making greater progress than we 
are here in Canada? 


Mr. Roman: I would say that in the last two 
years Australia mining industries have been 
making tremendous strides ahead. In Canada, 
senator, you must remember that for years 
we had a very healthy framework for devel- 
_ opment of new deposits. As I have mentioned 
on many other occasions, Canada is the only 
country in the world today that produces 
below one-half of one per cent copper which 

otherwise would remain in the ground as just 
| rock for the.next 1,000 years. 


We are deriving national capital, and creat- 
ing employment and establishing secondary 
industries with the mining of low grade ore. 
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Mr. MacDonald: May I add a comment on 
the Australian subject. I do not know whether 
the senators have seen the extremely interest- 
ing Bank of Nova Scotia Monthly Review on 
the Australian mining industry. In terms of 
the alternatives that are now available to 
international mining capital, it is certainly a 
particularly interesting and concise statement 
of the advances in Australia during the last 
short while. 


Senator Phillips (Rigaud): I think it was 
incorporated in one of the briefs, Mr. 
Chairman. 


Senator Burchill: Does the article compare 
the tax laws and the mining industry in 
Canada with Australia? 


Mr. MacDonald: I cannot recall. You have 
seen the international nickel comparison, 
which I thought in many cases was the most 
definitive comparison I have read—and not 
entirely cheerfully either. 


Senator Cook: On page 41, paragraph 6.6 
you also refer to the development costs: 
Canadian developments are usally in 
remote areas... 


Would the effect of it being in a remote area 
add to the operational costs, apart from the 
costs of interest on capital? Would being in a 
remote area add to the operational costs to 
the mine? 


Mr. Roman: It definitely would, because in 
certain areas of Canada you have to pretty 
well operate on a basis that is compatible 
with those particular regions. As you go in a 
more remote area it is difficult to get labour, 
more expensive to bring the supplies in and it 
also adds up to greater costs. 


Senator Phillips (Rigaud): In dealing with 
the subject matter of depletion and tax holi- 
days, we have had the following thoughts 
introduced before this committee, accumula- 
tively from prior representations. One, that 
the mining industry presently in production is 
entitled to consideration in terms of the 
retention of the present incentives in the 
field, that long-term financing was based upon 
the incentives with all the implications of 
cash flow and all the factors associated, and 
that there would be a breach of faith with 
investors in Canada which have nothing to do 
with the ultimate profits made by the mining 
companies but rather in relationship to the 
investor. Therefore, the suggestion was made 
that, with respect to current mining opera- 
tions, the present incentives be continued. 
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Two, the suggestion has been made that 
with respect to pushing the frontier north- 
ward, eastward, westward, and so on—I be- 
lieve it was the Inco brief that introduced for 
the first time the phrase “pioneer areas’”—that 
special incentives should be made available 
for the so-called pioneer areas on the assump- 
tion that the same would be properly defined. 


I notice that your brief, as distinguished 
from other briefs, does not give alternative 
suggestions other than those contained in the 
White Paper with respect to tax holidays and 
depletions. Other mining briefs have, and I 
thought you might want to react to these 
three headings. 


Mr. Roman: Can I answer your last ques- 
tion first? 


Senator Phillips (Rigaud): It does not make 
any difference. 


Mr. Roman: We decided to make our brief 
philosophical rather than provide alternatives. 
We realized that there would be many other 
companies presenting the alternatives and 
paying quite a bit of attention to the specifics, 
because I do believe that every human under- 
taking must be based on some kind of a 
philosophy. That is why this brief is present- 
ed the way it is. 


Senator Phillips (Rigaud): I should not 
interrupt you, but philosophy sometimes leads 
to the drinking of hemlock. That is what 
happened to Socrates. We must get beyond 
that and get to some specifics. 


The Chairman: Let us not recommend it, 
though. 


Mr. Roman: I do not see any society 
advancing without specific philosophy to 
follow. Whether that particular philosophy is 
constructive and properly formed to advance 
what we want to advance, in other words, 
whether a strategy is proper or not, we 
cannot prove that strategy for the future, or 
today’s strategy, that it will work in the 
future. All we can do is act on the negative 
part, on that what was established in the past 
either worked or did not work, and apply a 
certain amount of judgment, which you know 
much better than I do, whether the particular 
strategy that you are advocating is bound to 
work or fail. That is the reason for this brief 
being prepared as it is. 


The Chairman: There are some questions I 
want to ask Mr. Roman. What were the earn- 
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ings of Denison during the tax holiday 
period? 


Mr. E. B. McConkey, Vice-President. 
(Finance) Denison Mines Limited: During the 
tax holiday period the reported earnings of 
Denison were some $34 million. 


The Chairman: What was the capital input 
to bring the property into production? 


Mr. McConkey: In a range of $55 to $60 
million. 


Mr. Roman: I think it is more than that— 
more like $65 to $70 million. It may be I will 
get to argue on that. 


The Chairman: The mining association 
made a suggestion that the only limitaiion 
which they thought should be made on the 
tax holiday would be that if the capital input 
were recovered in less than three years the 
holiday should cease at that time. They would 
not go so far as to say that was the consensus 
but it was expressed as a viewpoint. Have 
you any comments on that? 


Mr. Roman: I definitely have. I think you 
are leaving the legislation open for something 
we are trying to avoid—different people 
designing a different system and different 
approaches that are not definitive enough for 
legislation. There are always some people 
who will say that this goes into this area and 
it is part of putting it into production, while 
other people will say otherwise. I am going 
back again to my philosophy. I like to have 
everything established in such a manner that 
there is no argument later, there are no loop- 
holes or possibility of loopholes. So if you 
make a statement that the legislation reads 
that it is a year or three years or five years, 
you know what you have. 


The Chairman: They are proposals, and I 
am trying to get your assessment of it. The 
proposal was that you have a three year’s tax 
holiday but if you earned your income in two 
years of the tax free period, the holiday 
stopped. You got your write-offs of course. 


Mr. Roman: I do not want to be cynical or 
go conirary to the Mining Association’s 
proposals but there will be very few mines 
which would recover their capital in less than 
three years. 


The Chairman: That is what struck me, 
that they are the rare cases. 


Mr. Roman: Very rare. 
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The Chairman: Another point voiced was 
by way of criticism, that if you have a tax 
free holiday of three years and you have 
earnings which are tax free in that period, 
and you do not make any write-offs during 
that period, so the net and the gross are the 
same, then at the end of the three years you 
start writing off pre-production expenses, and 
so on, you really reach a period of about 
seven years, another three or four years, 
before you begin paying any taxes. What is 
your comment on that? 


This has been voiced by way of criticism. I 
have an idea that this may have been what 
the authors of the White Paper were thinking 
about when they expressed the view that the 
mining industry, while it is entitled to an 
incentive, may have been getting too much. 


Mr. Roman: Too much incentive? 


The Chairman: Yes. 


Mr. Roman: Presently we have in Canada a 
mining industry, one of the best in the world. 


The Chairman: That is right. 


Senator Phillips (Rigaud): For whom, Mr. 
Roman? For the Government, in terms of 
revenue or for the shareholders in terms of 
dividend? 


Mr. Roman: For the people of Canada. 
The Chairman: That is the basic question. 


Mr. Roman: For the people of the country. 
You do not find many places in the world 
where low grade ores are mined that are 
mined in Canada. That must indicate some- 
thing—the knowledge of the people and also 
some kind of a framework within which a 
Mining industry operates that makes this 
possible. If we kill this particular incentive, 
we will lose a lot more than it seems on the 
surface at the present time. 


There is an argument—which is more 
necessary for a mining industry, a tax free 
period or depletion allowance? In my opinion, 
they are two entirely different things. If you 
are going to kill it, or if the legislation will 
not provide for a tax free period, you will 
find, for bringing into operation very few 
mines in the future, unless they are of a 
certain grade that is economic. 


- On the other hand, the mines that are now 

established and are producing, obviously for 
them it is much better to retain the depletion 
allowance. 
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Senator Phillips (Rigaud): Mr. Chairman 
may I put this question. Mr. Roman, we are 
not dealing with the question of the desirabil- 
ity of incentive: we are dealing with the 
degree thereof. Even the White Paper admit- 
ted the necessity of incentive. So all these 
discussions and repartee are within the 
fringework of the degree of incentive. 


The suggestion has been made that with 
respect to depletion, a time period be placed, 
say 21 years and call it a day, applicable to 
all mines, in so far as depletion allowance is 
concerned as a deduction from income. What 
is your thought on that? 


Mr. Roman: I have nothing... 


Senator Phillips (Rigaud): You have no 
reaction or thought, as to what would be the 
effect? There are so many mines or so many 
companies, or so it is alleged, who are getting 
deductions by way of depletion which is tan- 
tamount to subsidy in that sense. 


The Chairman: There is one big difference. 
They have to earn it. The subsidy comes from 
tax on all the people. 


Senator Phillips (Rigaud): That is true but 
in relationship to the depletion, the feeling is 
that the life is such in certain instances that a 
reasonable time period should be related to 
the depletion allowance. I am only trying to 
get your reaction to some of the suggestions. 


Mr. Roman: My first reaction to this, and I 
must admit that it is quite weak, is that we 
operate within the sphere of a free world and 
I think we have to relate our own particular 
advantages and disadvantages with regard to 
these other people, what they can do and 
what we can do. 


If the environment is more attractive here, 
it makes Canada much more viable and much 
more competitive in the world. 


Everything in our economy, as you know, is 
very relative, and it just depends, whether we 
have to compete, with for instance, Japan in 
certain matters or whether we have to compete 
with some eastern European countries. One 
does not compare with the other. We have 
two parallels at that time. With one we can 
compete pretty well in any way at all but on 
the other side, going to Japan, we will have 
to work really hard and be productive in 
order to be able to compete with them. I 
think we should relate it to the sector or to 
the area in which we are operating, and keep 
in mind that we have to compete with them. 


’ 
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Senator Phillips (Rigaud): The basic rea- 
soning for incentives is based upon two 
facets: one, the necessity of pushing the fron- 
tier back and finding natural resources and, 
two, the commodity is a world commodity 
and you have to compete in the world 
markets. 


The Chairman: Yes. You have really put 
your finger on it, senator. Practically all of 
the minerals produced in Canada _ are 
exported. 


Mr. Roman: That is right. 


The Chairman: Therefore you have to com- 
pete in the world markets with the other parts 
of the world where the same minerals are 
being produced. There is no national charac- 
teristic to minerals. They occur in all sorts of 
places. 


Mr. Roman: There is one thing I would like 
to point out, and that is that our governmen- 
tal framework and the framework that was 
worked out years ago for the mining industry 
are very necessary for keeping our capital in 
our country and for bringing in additional 
capital for expansion, which you referred to 
as pushing our frontiers back. 


Remember that we sometimes overlook or 
get a little bit carried away with our natural 
resources. But we are not the only country 
that has natural resources. 


Take, for example, a country like Brazil. 
With a little more responsibility—and I am 
not criticizing the government—and with a 
different environment in the country, people 
could go there with a little more confidence. 
They have everything we have, perhaps in 
larger quantities and of a little better grade. 


Senator Phillips (Rigaud): They have great 
minerals and great emotions at the same time, 
too. 


Mr. Roman: Yes, exactly. 


Senator Beaubien: I would like to ask Mr. 
Roman a question about the 21 years deple- 
tion. Would it not be that International Nick- 
el’s main mine would not have earned any 
depletion for 20 or 30 years and therefore 
they would not be mining it anyway? 


Mr. Roman: Well, that is true, but, again, 
because of the grade of the ore bodies, some- 
times a particular depletion is necessary in 
order to make a viable thing out of it. 


Mr. MacDonald: May I make a comment, 
Mr. Chairman? 
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The Chairman: Yes, of course. 


Mr. MacDonald: I think one of the prob- | 
lems with which we are always faced is the | 
time at which a particular decision is being — 
made. There is a lot of tension put on the 
time when a decision is made to develop or | 
not to develop a particular discovery because | 
it is easier at that time to at least get some | 
figures. You have some idea of what you have 
found and you have some idea of what the 
world price might be and you have some idea © 
of what the capital costs may be. But you | 
push for the earlier decision, which is much | 
more difficult to assess, of how people are , 
going to react; that is the exploration point | 
decision. That is the decision as to whether 
you are going to explore, and how much 
available money you have to put into a par- 
ticular area. 


That has to be, in my view, related to the 
value of what you may find, and if the values | 
in general are substantially reduced, then the | 
interest in making that initial exploration | 
decision has to be reduced. We would then | 
envisage an accumulated effect. 


At the other end of the scale, this 21-year _ 
end—my associates are better able to speak | 
on this than I—I know, for example, of an old 
coal mine in West Virginia that finally, 
through a slight increase in wages, ceased to 
mine because they had then reached the point | 
where the grade was getting lower and lower, | 
and it did not take very much in the way of | 
increased costs—and this would be my con- | 
cern—to cause it to cease operations. 


I think it is logical that, if you were start- 
ing today, you would say: would it matter 
whether or not I put my money out for a | 
mine 21 years from now? You would proba- | 
bly say: 21 years is so far away that. itj 
wouldn’t make any difference on the decision | 
I would make now. 


But in 21 years from now it may make a 
difference in whether or not I can operate | 
that mine. | 


The Chairman: You have to deal with the | 
present. It seems to me that before you devel- — 
op a property there is a feasibility study. 


Mr. Roman: Yes. 


The Chairman: And the feasibility study _ 
involves all the known factors and projec- 
tions that can be made, and on the basis of 
that they determine whether the operation - 
will be economic. | 
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Now, having made that decision at that 
time on the basis of known incentives, can 
you suggest any reason why these known 
incentives should be removed or reduced 
simply because the operation has been more 
successful than they thought it would be? 


' Mr. MacDonald: We certainly could not 
suggest any. 


The Chairman: Or because the internation- 
al market price for the product went up and 
made it more profitable? 


Mr. MacDonald: No. I do not suppose that 
those for whom the market price has gone 
down are in any better position to request 
some new concession. 


The Chairman: The language of the White 
Paper is very interesting. It tells you what a 
wonderful industry the mining industry is. It 
tells you what wonderful things it has done 
for Canada, but then it says that it is getting 
a little too much in the way of incentives, 


-~ Now, how do you translate this thinking? 
On page 64 of the White Paper proposals it 
states: 


It is recognized that the exploration for 
and development of mines and oil and 
gas deposits involve more than the usual 
industrial risks and the scale of these 
risks is quite uncertain in most cases. 


That is an accurate statement, is it not? 


Mr. Roman: Yes. 


The Chairman: Then it goes on to say: 


Consequently, special arrangements are 
desirable to ensure that the costs of 
exploration and development may be 
charged for tax purposes as early as pos- 
sible in order that taxes will only be 
applied when it is clear that a project 
will be profitable. 


Vhat comment do you have to make on that? 
have some reservations. What have you to 
ay? 


Mr. Roman: What do I have to say? 


The Chairman: This is on page 64, para- 
Taph 5.24. 


Mr. MacDonald: Is this what you are refer- 
ing to? 
Consequently, special arrangements are 
desirable to ensure that the costs of 
exploration and development may be 
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charged for tax purposes as early as pos- 
sible in order that taxes will only be 
applied when it is clear that a project 
will be profitable. 


I suppose up to that point one would have no 
quarrel with that statement. 


The Chairman: No, but the statement. os 


Mr. MacDonald: One could not be unhappy 
about not having taxes applied before it is 
profitable. It is perhaps when they go on that 
one becomes unhappy. 


The Chairman: Well, the statement leaves 
some things unsaid. 


Mr. MacDonald: I would agree with that. 


The Chairman: It goes on to say: 


Secondly, it is recognized that the 
exploration for and development of 
mineral deposits continue to provide spe- 
cial benefits to Canada and to various 
provinces by creating or maintaining 
highly productive industry in areas other 
than those where rapid urban and indus- 
trial growth are already occurring as a 
result of both private and public efforts. 


There is no doubt about that. 
Mr. MacDonald: No. 


The Chairman: All you have to do is to 
look at the Labrador development, the tar 
sands development and the Arctic Islands oil 
exploration. They go on to say: that it is felt 
that incentives should be more closely related 
to the activity. 


Mr. MacDonald: I would love to comment 
on that! 


The Chairman: Go ahead. 


Mr. MacDonald: I think that what the 
three-year holiday and depletion does is to 
increase the value of the discoveries. I cannot 
think of anything that is more directly relat- 
ed to what people do and what they are 
prepared to spend money on than the value 
of what they hope to get as a result of doing 
so. 

I think this is the fundamental misconcep- 
tion in the entire White Paper approach to 
incentives. . 

They have the idea, if I may put it this 
way, that everybody is sitting on the margin 
and basically saying: if someone would only 
pay an extra penny or two of my costs, that 
is all I need to get moving. I do not believe 
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that that is the way people are motivated in 
this world. I think there is nothing more 
direct than the way the present incentives 
operate. 


The Chairman: What would your position 
be, Mr. Roman, if the tax holiday period were 
continued with the provision that some por- 
tion of pre-production expenses be written off 
within that period, say, 5 per cent a year? 


Mr. Roman: Well, it depends again, sena- 
tor—you have to relate that to the type of 
grade of the mine. That is, if you have a 
higher grade and your three-year tax period 
is substantial, maybe you will not be hurt as 
much as the person who is striving to bring 
into production something which is very 
marginal. 


The Chairman: That is looking at it from 
the point of view of the mine. Looking at it 
from the point of view of the people, who put 
up the risk capital,. 


Mr. Roman: Well, again, you must go into a 
little philosophy here. The White Paper seems 
to always forget the people who lose money 
or who are trying all their lives and come up 
with nothing, and once somebody comes up 
with something, all of a sudden the whole 
image changes and—for lack of better words 
—it belongs to everybody at that time. 
Everybody in Canada is free to go and 
explore and prospect and live in the bush, but 
not everybody is willing to do so. 


The Chairman: We had some copper people 
here from British Columbia who are working 
a property which had been worked by a 
number of people who turned it down over a 
period of perhaps 30 years. It was not a feasi- 
ble operation, but the people who appeared 
before us kept at it and finally got the Japa- 
nese to underwrite the cost of putting up a 
mill. They got into production and had a 
market through contracts with the Japanese. 
They told us that in eight years they paid off 
the whole capital cost of the operation. Now, 
somebody must have been taking an awful 
risk at quite a number of stages. 


Mr. Roman: That is right. 


The Chairman: They took that long and the 
history of many successful mining compa- 
nies—I can name a number of them myself— 
is that they had been kicked around for 10, 20 
or 30 years until suddenly some person came 
along with a little different idea about what 
might be done and you have a mine. 
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Mr. Roman: Yes. 


The Chairman: That emphasizes the risk 
and the White Paper agrees that there is risk, 
But they are trying to translate it into less 
dollars than that provided by the present 
formula. 


The international format for risk capital in 
mining is such that they look for a tax holi- 
day and depletion. Can you borrow money 
without it? 


Mr. Roman: Not, again, for certain types of 
deposits, no. I think the Canadian modus ope- 
randi with regard to mining should be to get 
as many deposits brought into production as 
soon as possible because we are worrying. 
about regional development, and I think 
mining is one of the greatest assets we have 
to regional development. 


Senator Phillips (Rigaud): Suppose, 
Roman, that if I were Minister of Finance—' 
which I never hope to be... 


= 


Mr. Roman: I think you would make a good 
one, senator. ! 


Senator Phillips (Rigaud):...and I were tc 
say to you, “I do not like the present deple- 
tion system; come up with an alternative oné 
that will not hurt the industry too much in 
relation to the international markets and 
everything that we have discussed here to- 
day”. What alternative would you come uf 
with? 


Mr. Roman: I think you would have to give 
me a day or two to think about it. 


Senator Phillips (Rigaud): Of course. As ] 
said before, my concern about your brief is 
that you are assuming that we are living in 
the best of all possible worlds. I find if 
difficult to elicit from you an alternative 
approach to the depletion, either by accepting 
that which has been given by the Mining! 
Institute or by International Nickel or by any 
other concern; so, having failed in my effort 
in that respect in all three questions I put t¢ 
you, I am asking you specifically: suppose we 
were drafting an alternative for this commit: 
tee, rather than a continuance of living ir 
Elysian Fields, or any place which pleases 
you; the Minister of Finance says, “You aré 
not going to live in the Elysian Fields.” He is 
golng to move you over to the next field. Wha’ 
then is your alternative formula as the nex’ 
best way of life? 


Mr. Roman: First of all ,—I will let you 
answer in a minute. 


I 


Senator Phillips (Rigaud): We are looking 
for guidance. 


Mr. Roman: We are assuming that we must 
change something for the sake of change. Is 
at what you are saying? 


| Senator Phillips (Rigaud): Yes, that is right. 
By way of reduction of present incentives. 
Forget about the tax holiday. 


Mr. Roman: I would be a very poor person 
0 answer that question for the simple reason 
vhat I believe incentives are tied to human 
Jeings to such an extent that I would want to 
herease the incentives rather than decrease 
hem. 
i 


| 


Senator Phillips (Rigaud): Increase the 
ncentives rather than decrease them. 


_ Mr. Roman: Yes, 


} 
| The Chairman: So if you were given the 
thoice—they have said they will make it 
Ower—you could make it higher. 


Mr. Roman: I would make it higher. 
| The Chairman: Well, that is human nature. 
Where else do you think 
reople could be better taxed? A propos of 


senator Phillips’ (Rigaud) question, what do 
‘ou think is a better format for taxation? 


| Senator Hays: 


_ Mr. Roman: Do you mean, where the Gov- 
rnment can find more money? Is that what 
‘ou are asking me? 


Senator Hays: Yes. 


Mr. Roman: I would say that by creating 
lore, by giving more incentives, it would 
roduce more. You would be able to tax more 
€cause, obviously, if you discourage and kill 
icentives to produce—today you may have to 
aise taxes by 10 per cent, but tomorrow, if 
ou are not producing, you will have to raise 
ie taxes again. 


Senator Phillips (Rigaud): May I ask Mr. 
oman, that if you increase the incentives, 
te you going to increase the taxes? 


Mr. Roman: No, no, senator, I would not 
sree with that logic. I would say this: I 
rould increase the incentives to the point 
here the result would be much greater than 
hat it is at the present time. 


/ Senator Phillips (Rigaud): That was an 
ifavourable remark and I take it back. 
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The Chairman: Do 
y you mean t 
people would dig in? Seanatemiste 


Mr. MacDonald: May I just add a comment 
senator? While we accept that kind of com- 
ment from the likes of Mr. Roman, it was 
interesting that Premier Bourassa in the 
course of his statement two weeks ago with 
respect to the mineral industries did suggest 
that his proposals might, in the first instance, 
reduce revenues but that the end result would 
be to inerease them. 


Senator Phillips (Rigaud): 


The Ontario 
brief said the same thing. 


Mr. MacDonald: Ontario does too. I suppose 
that the problem Mr. Roman has, and I must 
say that I share it, is that if we are thinking 
about what is going to be good for the coun- 
try, it is hard to suggest something we think 
will be less effective than what we have, and 
that, frankly, is the difficulty that we have. 


Senator Phillips (Rigaud): In other words, 
you say the status quo, based on the experi- 
ence we have, should not be disturbed. 


Mr. MacDonald: In this particular case. I do 
not know that either Mr. Roman or I are 
great “status quo” people, but we have some- 
thing that has been working well. 


The Chairman: Well, it is obvious that in 
relation to depletion we are going to have to 
do something because depletion is placed only 
on earned depletion and you have companies 
in the mining industry that cannot earn 
depletion. Yet, if they are mining companies, 
the White Paper says they are entitled to 
incentives. _ 

As I construe an incentive, it means you 
pay less taxes. That is the only interpretation 
I can put on the word. Then we are going to 
have to divide up the depletion so that those 
who cannot earn depletion will still get some 
unearned depletion. 


Mr. Roman: But, senator, you have to be 
very careful not to subsidize the inefficient. 
You see, it is a very, very delicate matter to 
so from the point of incentives to the point 
of subsidizing something that, had the ste 
dies been avoided, the operation of itse 
would have been there... 


The Chairman: I am not talking about sub- 
sidy. Remember, the basis of these incentives 
is that you must earn them. 


Mr. Roman: Yes. 
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The Chairman: So, if it is an inefficient 
operation and it does not earn anything, you 
are not concerned about depletion. They get 
nothing. I am not talking about subsidy. 
Remember, the basis of these incentives is 
that you must earn them. If it is an inefficient 
operation and does not earn money you are 
not concerned. 


Mr. MacDonald: Senator, can I make a 
comment on that. We have the most interest- 
ing twist in the White Paper thinking. Surely 
the way that you earn whatever incentives 
there are is by going out and spending money 
on exploration and development and creating 
a new mine and all that goes with it. Surely 
at that point you have earned it. The implica- 
tion seems to be having earned it that you 
must earn it again by starting all over. I 
think that that is what Mr. Roman means 
by having spent money wisely and having 
created something that is profitable. In order 
to gain the benefit of what should have 
flowed from what you did you have to start 
out and look for something else to do, which 
may or may not be a sensible thing. 


Senator Phillips (Rigaud): It is not quite 
that simple. What you have earned is a capi- 
tal asset rather than dollar income as a result 
of incentives, and you still have the capital 
asset. That raises the issue as to the life of 
the depletion allowance. True, the incentive 
you have earned is something, but the earn- 
ing is not a dollar earning—it is a discovery 
of the capital asset. The issue is to what 
extent you have the right to use that, as 
depletion income, to reduce earnings on the 
use of capital assets you have discovered. You 
have not discovered it, but you have uncov- 
ered it. 


Senator Beaubien: That is wasting capital 
asset. 


Senator Phillips (Rigaud): On the question 
of wasting capital assets we are back to what 
is a reasonable life for depletion. We are back 
to where we started. 


The Chairman: The original concept of 
depletion is that it is a wasting asset. This is 
still the concept in the United States. 


Mr. Roman: May I expound for two 
minutes? As I said yesterday, and I will 
repeat, I know exactly what you are driving 
at, but you cannot do it by picking up specific 
issues within the framework in which you 
work. You must revamp the framework. 
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Revamping the framework is not revamping 
the tax structure, but revamping society. I 
definitely believe that from the ashes of our 
society, or from the ashes of the Communist 
society, in 30 to 50 years you will have one 
that is completely incentive orientated. That 
is where no squeeze capital will come from 
labour of from the Government. Labour and 
capital will work together for better and 
more efficient production. I am taking into 
account primarily human beings. 


As I stated before, I know what is is to 
stand in front of a machine for eight hours 
and watch a few things being stamped out. 
You keep watching the clock and it goes sa 
darn slow that sometimes it drives a person 
out of his mind. I believe that that particular 
person should be tied to some kind of an end 
result of his production; in other words, some 
kind of a society which will be so incentive 
orientated that every labourer is directing 
himself on one side and somebody providing 
capital on the other side so that they aré 
working as partners rather than opposing 
each other. 


The Chairman: Except, Mr. Roman, our 
position now is that we are considering 
proposals in the White Paper and they do not 
give us any room to philosophize. We have 
got to say what we think of the depletior: 
proposals in the White Paper. We are trying 
to get ideas from the industry and we have 
lhad quite a cross section of them. I would 
think we have shaken the thing pretty wel 
today and we might now move on to the next 
item. What would you suggest, Mr 
MacDonald? 


Mr. MacDonald: We would like to deal witk 
those areas of principal interest to you! 
committee. 


Senator Hays: Can we deal with capita 
gains, Mr. Chairman? 


The Chairman: I was waiting for you 
Senator Hays, because that is your favourite 
subject. 


Senator Hays: I would like your thinking 
on capital gains. I said this morning, wher 
you were not here, that it took us almost 40 
years to reach $42 billion gross national prod) 
uct, and in 10 years we have almost doublet, 
it under the present system. I would like t¢ 
know what your thinking is on capital gains 
Of course, I am wholly opposed to capita) 
gains in Canada. 


Mr. Roman: Senator, I think you know my 
lviews, and it is reflected in this brief too. If 
today I deny myself something in order to 
lsave $10, and Bill MacDonald goes out and 
spends $10 foolishly, it is his privilege as a 
free individual. But if I deny myself some- 
thing and put my capital into the economy to 
provide jobs and opportunities for other 
people to get started, why should I be taxed 
oon whatever that capital earns? 


| The Chairman: We have moved a little 
ibeyond that. There is a capital gains tax 
proposal in the White Paper which is cor- 
related to income. We have had quite a 
volume of opinions here. One is that if you 
must have a capital gains tax it should be a 
separate tax and not related to income at a 
specific rate, and that you _ distinguish 
between long-term and _ short-term gains. 
Short-term gains or the fast buck, as I call it, 
would be income, and the long-term gain 
from a longer holding would be subject to 
this fixed flat rate. 


The stock exchange representatives who 
were here this morning told us that actually a 
dividend tax credit on a sliding basis would 
produce a plusing in tax revenues, whereas 
the integration proposals and capital gains 
would to some extent produce a minus. It 
may well be that a capital gains tax correlat- 
ed to income is the wrong way of doing it. 

ou have agreed with that because you said 
a capital gains tax is entirely distinct from 
income and should not be related to income. 
You move up to the next step. 


If a capital gains system is inevitable, is the 
preferred plan a flat rate that has no relation 
to income? 


Mr. Roman: Mr. Chairman, you are already 
assuming that capital should be taxed. 


The Chairman: I am asking you to assume 
that because I think it has got beyond the 
stage of economics or the viewpoints of 
individuals. There is a general public which is 
looking to it as a source of income and a 
source that should be taxed. If you take that 
as your basis then you are going to have to 
face some kind of capital gains tax. 


Mr. Roman: First of all, in a country such 
as Canada capital gains should not be part of 
our system. Secondly, if it comes and it has 
to, because it is a political decision and not 
veally a logical one, then I definitely agree 100 
oer cent with our brief that it should be 
completely separated from income. 
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The Chairman: What would you say to con- 
fining it in the beginning to securities and 
Sales of businesses and mortgages? rer 

Mr. Roman: I would like to think, again 
that this particular tax, if it is established is 
established on the basis that it is completely 
clearcut, that there is as little as possible 
open to some kind of question or mis 


interpre- 
tation and so on. 


ry 1 : . 
The Chairman: You mean, like valuations 
of paintings? 


Mr. Roman: Yes. 
The Chairman: And personal property. 


Mr. Roman: I would say that “fast buck” as 
you call it, most of the time I think the fast 
buck turns out to be... 


The Chairman: Pretty slow in delivery. 


Mr. Roman: Yes, because if this Govern- 
ment would do one thing in this country, and 
put retroactive legislation to last year and 
establish the capital gains tax as of last year, 
I am sure that would be very negative the 
amount that they would be able to collect. In 
fact, they would have to turn some money 
back to the people who lost it in the last few 
months. 


The Chairman: That is why it would be a 
mistake to let one write off capital losses 
against earned income. 


Mr. MacDonald: I was going to say you 
agree with that, Mr. Roman. 


Senator Laird: Could I introduce a new 
topic. I notice you are doing exploratory work 
in five foreign countries. I would be interested 
to know which five. 


Mr. Roman: The United States, Ireland, 
Guyana, Jamaica, Ecuador—and Mexico, 
making six. 


Senator Laird: What are your motives for 
doing that exploratory work? Could I suggest 
that they might be tax motives? 


Mr. Roman: No. Our motives, senator, in 
looking for ore bodies or oil properties is that 
have an economic life. When they are more 
obvious in other parts of the world than in 
Canada, we have a certain budget that is for 
Canada and a certain budget directed to other 
parts of the world where we think discovery 
is possible. That is our motive. 


d: Would it not actually be 


Lair A 
Spriarer financially and 


somewhat easier for you 
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managerially to confine your explanatory 
work to Canada? 


Mr. Roman: Not necessarily. For instance, 
the work we are doing in Ecuador at the 
present time if of such an appeal that I do not 
think we can find one like that in Canada, in 
any place. 


Senator Laird: What does interest me, is 
that you say you are not influenced by the 
tax climate in these places? 


Mr. Roman: I did not say we are not 
influenced by the tax climate, but that is not 
our motivation, it is definitely not. 


Mr. MacDonald: I think what Mr. Roman is 
trying to say is that it is not primarily the 
White Paper that has got him looking there, 
but obviously in terms of assessing what he 
can hope to make out of any of these particu- 
lar ventures. He has to take into account the 
tax circumstances of each place. 


Senaior Phillips (Rigaud): Or, by the discov- 
ery of the oil, that perhaps it will lead to 
profit, and the determination of the income 
from the profit will depend on the tax 
climate. 


Mr. Roman: That is quite so. 


Senator Laird: Is the tax climate particu- 
larly good in these areas? 


Mr. Roman: I think that in some areas it is 
much better than even in Canada today. In 
other areas it will be more favourable if the 
White Paper goes through, in these other 
countries. 


Senator Laird: You are not doing any work 
in Australia? 


Mr. Roman: No. 


Senator Laird: I should mention that other 
companies who have been before us have 
picked on Austraiia and, quite frankly, they 
have said it was for tax reasons, that is one 
of the motives. 


Mr. Roman: There again, I do not want to 
contradict any of the briefs that have come to 
the committee, but I cannot be myself unless I 
can express myself. Two or three years ago 
when certain companies went to certain parts 
of the world, I do not think that particular 
part of the world, including Australia, had a 
more favourable tax climate than we had for 
the present time. What they are worrying 
about at the present time is of course the 


Standing Senate Committee | 


White Paper. If the White Paper goes 
through, of course definitely Australia would. 
be a lot more favourable for looking for ore: 
bodies than Canada would be. | 


The Chairman: Are there any other points 
we have overlooked. We have had Mr, | 
Roman’s philosophy and we have had quite a 
discussion on tax holiday and depletion. Is. 
there any other point? 


Mr. MacDonald: On the capital gains issue, | 
we would like to state that if there is going to 
be a capital gains tax, that it should be as| 
little damaging as possible to the efficient’ 
operation of our capital markets—which is 
why we strongly recommended, not only a, 
separate capital gains tax but also that people: 
have the option of putting their capital assets, 
into a pool and treating them as a pool, so: 
that they would be free to make investment. 
decisions and change their investments on the 
basis of economic merit, rather than because 
they would have to avoid a heavy transfer 
tax in order to change their investments. 


The Chairman: That is the roll-over. 


Mr. MacDonald: That is the roll-over. We’ 
would like to point out the difference under. 
the White Paper and under the present) 
American system. Under the American! 
system, where a person creates a new enter-. 
prise, in the United States, and when it builds: 
it to the point where he can only expand) 
further by going public, under the American. 
system he can, at that point, avoid a capital) 
gains tax by entering into a share exchange} 
arrangement with another company who 
would, in effect, take him over. 


At that point, if he happens to choose the) 
company wisely and well whose paper he 
takes and if he holds onto to that paper and) 
never makes another move with it until he} 
dies, then his heirs take the original shares of | 
that original company, now represented by: 
the shares in the take-over company, at their 
then value, and there is no capital gains tax at, 
that time nor is there the potentiality of any: 
capital gains tax to reflect the lifetime gain. | 


The two points to note about this are these. 
The first is, that this is infinitely more favour- 
able to an entrepreneur in the United States 
who wants to start a company than the White 
Paper would be to an entrepreneur in’ 
Canada, because in Canada he would be 
taxed when he went public and of course he 
would be facing the five-year revaluation as 
well. 
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I think we can do better than the Ameri- 
cans, because this is a very inefficient way of 
doing things, to force people to take paper 
instead of money and to force them to hold 
on until they die before their assets become 
unlocked. We feel that the capital pool 
approach would resolve both of these 
problems. 


Senator Phillips (Rigaud): Of course you 
were not here, Mr. MacDonald, this morning 
when we were dealing with the Toronto 
Stock Exchange. Leaving aside the question 
of share exchanges but relating it to estate 
taxes, we were facing this problem of the 
federal problem in the provinces, who, after 
‘all, claim right to estate taxes, and the dif- 
ficulty resulting from what I call the simpli- 
cizing or co-ordination of the capital gains to 
the estate tax, which is one of the crucial 
points that has not been dealt with in the 
White Paper at all. 


Mr. MacDonald: And, senator, you will no 
doubt have noted that this is a very real 
concern to the province of Ontario, who fear 
the introduction of the capital gains tax is 
unacceptable to important parts of the 
country. 


Senator Phillips (Rigaud): I think you are 
right. I have taken the position, and I have 
repeated it on more than one occasion before 
the tax representative, that there must be an 
isolation of capital gains receipts and that 
they must be related to the transfers to prov- 
inces, after vacating the federal estate taxes. 
And depending upon the treatment of the 
estate taxes by the provinces, you move over 
the capital gains receipts to the provinces. 

Unless you do that, you can have all the 
talk from here to Timuktu on the question of 
the necessity of relating capital gains taxes to 
estate taxes, and if you do not look squarely 
into the face of our constitutional problem as 
a federal system, you just cannot coordinate it. 


The Chairman: Are there any other topics, 
Mr. MacDonald? 


Mr. MacDonald: Mr. Chairman, I do not 
know whether your committee would wish to 
discuss the tax structure. I take it that you 
have it. 


Senator Phillips (Rigaud): I think we have 
covered that pretty well, if I may say SO. 


The Chairman: That is right. 


Mr. MacDonald: I think the only comment I 
would make is that one can envisage not only 
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a move by the well-to-do out of the public 
into the private, but one can even imagine 
their moving out of private companies so that 


they can get direct access to the personal tax 
based. 


For example, one can even imagine them 
carrying on foreign operations as an individu- 
al with a limited liability partnership so that 
they can get the benefit of the foreign tax 
credit directly in their own hands. There is 
another interesting twist, which is the reverse 
of this. That is, there are many Americans 
here who are taxed despite the fact that they 
live here on their U.S. incomes, an with a 
concept such as integration, if I may say So, 
the top 50 may actually effect the transfer of 
tax dollars to the United States Treasury 
which otherwise would have been collected in 
this country. 


Senator Phillips (Rigaud): I think, Mr. 
Chairman, we have had that developed in 
prior briefs. 


The Chairman: Yes. I always end, Mr. Mac- 
Donald and Mr. Roman, by saying that we 
seem to have exhausted the various points. 


Senator Isnor: I have one point I would like 
to clear up with Mr. Roman. Mr. Roman, you 
said that Japan was a competitor. What is the 
main factor there? 


Mr. Roman: I said that, putting everything 
into its proper perspective, we compete with, 
on one side, perhaps an eastern country and, 
on the other, with Japan. We have to have 
diffrent designs, diflerent approaches and dif- 
ferent structures to be able to compete in 
productivity, and, as the end result, to be able 
to compete with Japan as against a country 
which is less developed and less efficient. 


Senator Isnor: What is the main factor? 


M. Roman: I do not quite understand your 
question. 


Mr. MacDonald: Senator, if I may I think I 
know what you are asking. I do not think Mr. 
Roman meant that Japan was a direct com- 
petitor of his company. He was, rather, sug- 
gesting the relativity of competition in an 
attempt to answer a particular question. 


The Chairman: When we get to the end of 
a hearing, Mr. Roman, I always say: 1s there 
any point we have missed? Is there an ee 
tant feature which we have not develope as 
much as you would like? If there is, now 1s 


the time to say SO. 


i} 
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Mr. MacDonald: No, I think not. 
The Chairman: Well, thank you. 


Mr. Roman: You have very capable people 
here to ask questions. 


The Chairman: Honourable senators, the 
last submission we have today is from Loram 
Limited. We have Mr. Mannix, the President 
of Loram, who will make the opening state- 
ment and present his panel. 


Mr. F. P. Mannix, President, Loram Limit- 
ed: Thank you, Mr. Chairman. First of all, I 
should like to thank the honourable senators 
for granting our request to appear in defence 
of our brief. Secondly, I should also like to 
explain somewhat about Loram. lLoram 
stands for “Long-range Mannix’, which is a 
private company. I would like to introduce 
Mr. Connelly, on my right, who is Vice-Presi- 
dent of Loram, and Mr. Lord, who is our tax 
counsel in our own company. 


In terms of an opening statement, our brief 
is divided into two parts. The first part sets 
out what we consider to be the essential 
requirements for capital growth which is a 
prerequisite in providing a base for general 
prosperity and well-being so that Canada will 
be a place where people want to live, bring 
up their families and prosper. 


The requirement for economic growth, we 
feel, is the maximization and the creation and 
the use of talent and the maximization and 
creation of capital. We, therefore, examined 
the White Paper in the context of these 
requirements. 


The creation and maximization of talent is 
essential to economic growth. Canada’s devel- 
opment in the past is largely attributable to 
the fact that resourceful and innovated 
individuals were willing to defer present 
enjoyment in favour of a gamble that a great- 
er reward would be forthcoming several years 
in the future. 


In order to motivate these individuals to 
take the risks involved, incentives were 
required. The prospect of being able to even- 
tually realize a tax-free capital gain was one 
such incentive. The preferential low rate of 
tax on the first $35,000 of income, rapid 
write-offs on certain classes of assets, stock 
options and realistic averaging provisions are 
further examples. 


The White Paper advocates the abolition 
of these incentives. Surely, therefore, it is 
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clear that such abolition will have a disincen- 
tive effect if implemented. Canadians must 
anticipate a distinct slow-down in the coun- 


try’s growth. 


To date we have not achieved the growth 3 
rate that the Economic Council of Canada 


feels is possible in this country. 


When we speak of creation of capital, we 


speak of people deferring their personal 
enjoyment of income. These people must be 


motivated to make this sacrifice. The rein-. 
vestment of this income is essential to the | 
country’s economic growth. The White Paper 
advocates that a penalty should be imposed if | 
corporate profits are not distributed to their 
shareholders within two and a half years, and 
the proposal goes further to tax capital gains . 


and reduce the incentive to reinvest which, 
therefore, will further inhibit 
growth. 


We have indicated in our brief that thal 


redistribution of wealth is only effective if it 


causes poorer areas and unproductive areas to 
become productive. Otherwise, such redistri- | 
bution must carry with it the following costs: | 
the cost of supporting a multiplied effect if. 
the money were spent in growth areas. We | 


should, in other words, reinforce success. 
We also have an opportunity cost because 


individuals, who are lying idle, should be pro- | 
ductive and are to contribute instead of being | 


non-productive. 


We also have inflationary costs in the 


growth areas of the country because we pay 
higher prices for the lack of scarce resources 


which are lying idle elsewhere. 


economic | 


With respect to the specific proposals in the | 
White Paper, we have commented on those 
which we consider to be potentially detrimen-_ 
tal to the country’s growth. We have recom- 


mended the following: no capital gains tax; 
the continuation and expansion of the divi-. 


dend tax credit system; rejection of the inte- | 


gration proposals; continuation of the incen- 


tives for resource industries specifically; the. 


retainment of the three-year new mining 
exemption; 
exploration expenditures. 


In addition, we have commented on the 
proposals in respect of entertainment 


and that depletion allowances | 
should not be restricted to one-third of . 


i 


expenses, depreciation and consolidated tax > 


returns and income averaging. 


It can be seen from the foregoing comments 


in our brief that we hope that many of the. 
major proposals contained in the White Paper 
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will be rejected. If we were asked for an 
over-all comment as to what should be done 
with the White Paper, we would have to say, 
“Return it to the Government with thanks for 
the opportunity of being allowed to carry on 
a public debate,” with the recommendation 
that it be scrapped and that the present act 
be maintained and amended from time to 
time as required, and thus removing the 
uncertainty that exists today. 


Senator Phillips (Rigaud): In other words, 
you do not regard the White Paper as the 
Magna Carta of Canadian liberty. 


Mr. Mannix: No, we do not. 


The Chairman: Nor is it a definition of 
what a tax policy should be. I think you 
might tell us first, Mr. Mannix, because I 

have here a summary indicating the Mannix 
group of companies. Each senator has one as 
well. The make-up would appear to be in the 
category of a conglomerate, or is that a bad 
name? 


Mr. Mannix: Well, it has bad connotations. 


The Chairman: Let us take the bad conno- 
tations out of it, then. 


Mr. Mannix: If you look at the last page 
you will see that it has been an orderly devel- 
opment from a construction, base primarily, 
into related fields where we have tried to 
expand and where our strength lies. 


The Chairman: I suppose basically, as I 
have known Mannix, it was in the construc- 
tion field. 


Mr. Mannix: That is right. 


The Chairman: And the other elements 
have grown out of that. Is that correct? 


Mr. Mannix: That is right, sir. 


The Chairman: It is important to notice the 
quantity of your sales revenue of $85 million, 
your payroll and the number of employees. If, 
Mr. Mannix, you were asked to name your 
’ No. 1 problem presented by the White Paper, 
| as far as you are concerned which one would 
you name? 


Mr. Mannix: Well, the general philosophy, I 
believe, is that the No. 1 problem is that the 
incentives to encourage people to produce 
more than we already have are lacking in the 
proposals, almost without exception. 


The Chairman: Lacking may not be the 
word, but rather that they are being taken 
“away. 
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Mr. Mannix: Taken away and lacking, 
ce Chairman: Well, are there any com- 
a you want to make on any particular 
or ication, such as, incentives to the mining 
industry and to the oil and gas industry? 


Have you an “ti 
y particular comments you w 
to add? ai) a 


We are always looking for information as 
to whether there are any variations of the tax 
laws that you can suggest, or do you believe 
In the status quo? 


Mr. Mannix: I think generally that the 
philosophy of the White Paper is to look at 
the oil and gas industry and the mining 
industries and say, “Ha, ha, here is somebody 
who is escaping taxation”, and they have not 
really taken into consideration their ability to 
take risks and to compete in the international 
markets. 


With regard to the proposals, the tax struc- 
ture should contain proposals to encourage 
Canadians to take risks in their own country, 
and to take risks generally. 


The tax holiday certainly promotes the 
ability to take risks, as does the depletion 
allowances, and I agree with Mr. Roman’s 
comment that I would increase the incentives 
rather than decrease them on much the same 
grounds as he submitted, inasmuch as the tax 
structure perhaps should not be looking 
directly to the resource industries for tax 
revenues for the Government to spend, but 
rather, be providing a base for further devel- 
opment of the country. The Government 
should be looking at the secondary areas of 
revenues supplied by the secondary or sup- 
port and multiplier-effects industries which 
are a result of the primary industries such as 
oil and mining. 


The Chairman: Once you accept Govern- 
ment policy, as I think we must, judging by 
the legislation we have, that regional develop- 
ment is high on the priorities, then you are 
right into the mining industries and the gas 
and oil industry which have over the years 
been one of the greatest developers in that 
area of regional development, providing its 
own money without Government subsidy. 


Mr. Mannix: That is correct. 


The Chairman: So what you are saying is 
that arising out of what the industry does and 
the development that it makes, there is an 
enrichment to the economy of Canada "7 
many directions, even though a direct pay- 
ment by way of taxes from the mining com- 


’ 
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panies and the oil and gas companies may 
not, for a considerable time, loom very large. 


Mr. Mannix: That is correct. It provides a 
base for additional follow-up in the develop- 
ment of the country, and a base, really for 
the Government to collect revenue from sub- 
sidiary industries, secondary industries and 
supporting industries that are created for 
these primary functions. 


The Chairman: There must be great val- 
ue—I do not know how you would assess 
it—in this Labrador development where you 
have a wilderness turned into a tremendous 
operation, producing not only income but pro- 
ducing substantial money for our balance of 
payments through the sale of their products 
outside of Canada, and providing jobs in 
secondary industries, and developing an area 
in Canada that otherwise just could not be 
developed if it could not lend itself to mining 
operations. 


Mr. Mannix: That is correct. Certainly in 
the construction industry we follow as a 
secondary industry in the development. It is 
most alarming to us to see a slow-down in 
capital expenditures and in the general devel- 
opment of the country. 


The Chairman: Would you tell us some- 
thing about that? Where have you seen it and 
in what way? How does it manifest itself? 


Mr. Mannix: The Syn-Crude operation, of 
which I am sure the gentlemen are aware,— 
for example, we are presently doing the 
mining for GCOS on the basis of stripping for 
GCOS and the tar sands. It is certainly on 
public record that Syn-Crude is in the posi- 
tion where they feel they cannot proceed 
under the proposals of the White Paper. And, 
of course, being really in the business of sup- 
plying services to these types of people, we 
see it directly affecting our business. 


The Chairman: Has there been an actual 
slow-down, or are they dragging their feet, or 
have they abandoned the undertaking? 


Mr. Mannix: Well, they are certainly drag- 
ging their feet; they want to see what is going 
to happen as far as the White Paper proposals 
are concerned. 


I am sure you gentlemen have had many 
submissions before you that showed that 
people are dragging their feet in this area, 
and it is of concern to us also, in terms of 
being westerners, the lack of economic prog- 
ress in the country. 
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Specifically in Quebec, if employment 
becomes worse and economic problems 
become worse there, it will be a worry to us, 
or at least it is to me, and perhaps it will feed 
separatism and the attendant problems. 


We all know the length of time it takes 
before capital expenditures actually produce 
a multiplying effect on economic results, that 
is, in making the economy take off. I feel that 
if something is not done and if some policy 
decision is not made and if the uncertainty 
continues to exist, that the situation in 
Quebec, as well, can deteriorate because of 
this lag in economic development. 


Senator Hays: How does the White Paper 
specifically concern your group of companies? 


Mr. Mannix: Well, we are primarily con- 
cerned with the resource industries inasmuch 
as we are building dams, oil and gas pipe- 
lines, roads and site preparation for mines, et 
cetera, and stripping. The specific proposals 
of the White Paper affect us in respect of the 
dividends from the utilities which are fully 
taxable and it results in less work in the 
construction area. The removal of the three- 
year exemption from mines means fewer 


mines proceed and that the general develop- | 


ment will be slower. The restriction of the 
depletion allowance basically affects the eco- 
nomics of the mines. Hence we also see that 
mines are not developed as quickly or as 
expeditiously as they could be and we lose 
the multiplier effect that the secondary indus- 
try would achieve through their immediate 
implementation. 

The White Paper proposals, on the disap- 
pearance of depletion allowances on distribu- 
tion to the shareholders, also mean that fewer 
people are willing to take the risk to develop 
projects. This again affects the construction 
and allied, related support industries. 


Senator Benidickson: You are concentrating 
on the elimination of the shareholders’ deple- 
tion rights, not the other depletion changes. 


The Chairman: He mentioned that earlier. 


Mr. Mannix: The depletion changes them- 
selves adversely, changed the economics, and 
raised the question as to whether or not 
people would go ahead with the mine. Also, 
the disappearance of depletion allowance on 
distribution to the shareholders means there 
is less capital put up to finance and promote 
this sort of operation. 


Senator Benidickson: I understand that. I 
take it that when you say “‘we” you are refer- 
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ring to Loram Limited, who is presenting this 
brief. 


Mr. Mannix: That is correct, sir. 


Senator Benidickson: Would you call that a 
holding company? 


Mr. Mannix: Yes, sir. It is a management 
service company. 


Senator Benidickson: Would you call it gen- 
erally a holding company? 


Mr. Mannix: As a by-product it is, inas- 
much as-we try to departmentalize our areas 
of risk and operations and also we provide 
the directorate for the boards on the compa- 
nies that we own securities in. 


Senator Benidickson: I do not know wheth- 
er you were present this morning, but we had 
an interesting discussion about a possible way 
of taxing a holding company and services in a 
holding company. Which started first, the 
Mannix Construction Company or Loram 
Limited? 


Mr. Mannix: The Mannix Construction 
Company was formed first. The name was 
changed to Loram and the construction opera- 
tions spun out of it. 


| Senator Benidickson: With respect to Pem- 
_ bina Pipeline Limited, which is a public com- 
pany, what percentage of ownership has 
Loram Limited in Pembina Pipeline Limited? 


Mr. Mannix: Approximately 49 per cent. 


Senator Benidickson: Is that voting shares 
or capital of all kinds? 


Mr. Mannix: Voting shares, which is capital 
of all kinds other than some bonds. 


Senator Benidickson: Loram Limited and 
its surplus would be required from time to 
time to make investments in other similar 
subsidiaries. 


Mr. Mannix: That is correct, sir. 


Senator Benidickson: It has done so after 
Mannix Company Limited created some 
capital? 


Mr. Mannix: That is correct. 


Senator Hays: Why would the White Paper 
specifically affect your companies? Do you 
know if it has affected them now or has there 
been any withdrawals on certain contracts? If 
so, can this be documented? 
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Mr. Mannix: Well, Syn-Crude is a perfect 
example of one which has certainly slowed 
up. It is very often, specifically with construc- 
tion, that you are really not invited into a job 
until such time as the decisions have already 

€en made to go ahead. The general climate 

and the feeling we get from a number of 
people asking us to look at proposals or pro- 
Jects which they have coming up in their 
books is such that they are standing by to 
watch and see what the results will be of the 
White Paper. 


Senator Hays: Have there been any tenders 
let out that they have put time clauses and 
that sort of thing in in so far as the White 
Paper is concerned? 


Mr. Mannix: None that I am aware of 
specifically. 


The Chairman: How does the slow-down by 
Syn-Crude manifest itself? 


Mr. Mannix: We have been negotiating 
with Syn-Crude because of our position with 
GCOS, where we have done the stripping. 
They have of course been interested in the 
expertise that we have gained there. We have 
put in a couple of proposals to them, basically 
as a result of the White Paper. The thinking 
has been that they have really stopped in their 
tracks to see what will be done. They have 
not proceeded at all as far as our own partici- 
pation or looking at their operations. 


The Chairman: Your proposals are sitting 
then? 


Mr. Mannix: That is right. 


Senator Phillips (Rigaud): Which has 
slowed down more, the construction industry 
generally or the extracting industries in your 
area? 


Mr. Mannix: The construction indusiry. At 
the present time both the extractive industry 
we are involved in, such as the coal company 
and the pipe line company, due to the addi- 
tional oil that the United States has been 
taking during the first part of the year until 
their quotas were established and also 
because of the increased use of coal, both the 
resources have gone really ahead in the last 


year. 


Senator Phillips (Rigaud): Isolating Loram 
as a company and getting management 
income you are not affected by the terms of 
the White Paper. In terms of dividend income 
from Canadian companies which are exempt 
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under the present law your problem would 
arise in integration, would it not? 


Mr. Mannix: Certainly they would arise in 
that manner, but Loram is especially set up 
for operational reasons and not in terms of 
being a financial company as an investment 
company. 


Senator Phillips (Rigaud): You have your 
constituent operating companies and presum- 
ably the shares in those companies are owned 
mainly by Loram? 


Mr. Mannix: That is correct. 


The Chairman: I would assume dividends 
flow through? 


Senator Phillips (Rigaud): As they flow 
through, if they were to flow out of Loram to 
the shareholders you would have your inte- 
gration problems? 


Mr. Mannix: That is crrect. 


Senator Molson: They are a group of com- 
panies, a Mannix group, and the group is 
represented by Loram in this instance as 
being the management section? 


Mr. Mannix: That is correct. 


Senator Molson: Given a dimension, what 
would be the overall volume done by the 
Mannix group and what would be the 
number of employees on the payrolls? 


The Chairman: That is in the statement. 
Senator Molson: It is not here in total. 


Mr. Mannix: The total sales are in the 
range of $85 million. In 1969 the payroll was 
$23.4 million and the average total monthly 
number of employees was about 2,400. That 
varies considerably with the projects that are 
undertaken in the construction arm, and can 
run as high as 7,000 or 8,000 or even more. 


Senator Benidickson: Forgetting the hold- 
ing company, if I can use that term, with 
respect to Loram, from what I see without 
totalling this it is still the company with the 
large payroll and the largest number of 
employees. 


The Chairman: You mean Mannix? 


Senator Benidickson: Mannix. You refer to 
subsidiary companies unlisted and then you 
refer to associated and affiliated companies. 
Are you using in your definitions what would 
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be taken to mean those things in the Income 
Tax Act? 


Mr. Mannix: Yes, in the associated affiliated 
companies the shares are not held by Loram. 
They are held by the Mannix family. 


Senaior Benidickson: 
what is effective control. 


You have perhaps 


Mr. Mannix: That is correct. 


The Chairman: By that you mean the 
associated and affiliated companies pay man- 
agement fees, but the earnings would go 
through to the shareholders who would be 
members of the family? 


Mr. Mannix: That is correct. 


Senator Phillips (Rigaud): In your set-up 
would you favour a consolidated tax return? 


Mr. W. R. Lord, Counsel, Loram Limited: 
Definitely. 


Senator Phillips (Rigaud): You recommend 
it, do you not? 


The Chairman: Yes, they do. 


Mr. Lord: We recommended it because we 
feel the necessity of having separate corpora- 
tions to operate separate businesses comes out 
of the multitude of different reasons. There 
may be reasons within the jurisdiction in 
which you are operating and there may be 
other situations. We have listed in our brief 
several different reasons, plus the fact that 
essentially one group of companies is 
operating. 


Senator Phillips (Rigaud): I think you are a 
typically good instance, in my opinion, of the 
desirability of going back to a consolidated 
tax return because you clearly have different 
companies to deal with different departmen- 
talized aspects of your business. 


Mr. Lord: Thai is right. We suggest that the 
White Paper’s way out of that is by way of 
using the partnership option, it not broad 
enough, that it is partly restrictive to us. 


Senator Phillips (Rigaud): Have you any 
non-resident shareholders in your companies? 


Mr. Mannix: No, except in the public sector 
of Pembroke. 


Senator Phillips (Rigaud): Only? 


Mr. Lord: We do have different classes of 
shares. 
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- Senator Phillips (Rigaud): With respect to 
that, I suppose the objections we have heard 
with respect to integration are applicable, 
too? 


The Chairman: I take it that, if you have 
not said so already, you do not support the 
White Paper integration? 


Mr. Mannix: That goes without saying. 


The Chairman: The record has to record 
the fact. 


Mr. Mannix: We do not support it. 


The Chairman; Then we do not need to go 
into the individual aspects, like the 23-year 
limitation on creditable tax on surplus, nor on 
the five-year deemed revaluation. Those 
things are all wrapped up in your answer 
that you do not support integration? 


“Mr. Mannix: That is right. 


Mr. E. Connelly, Vice-President, Loram 
Limited: Mr. Chairman, could I reply to Sena- 
tor Hays? He asked the effect the White 
Paper has on certain organizations. There are 
two further aspects. I have been with the 
Mannix organization since we had nothing, 
but we grew to a fairly sizeable organization. 
At all times the Mannix family transferred 
_ that, they have taken very little out of these 
- companies, they turned it all back to make 
this company into a viable Canadian 
organization. 


When I went there first, we were controlled 
by an American organization, the largest in 
the world. After four or five years we suc- 
ceeded in purchasing their interests. It took 
many years for them to pay off this obliga- 
tion. This is a fine example of the type of 
capital problem, and the type of preferment 
and judgment that I think we should try to 
serve in this country. 


We have two areas in this particular White 
Paper. One is the question of good will. The 
good will of the Mnnix organization has taken 
since 1898 to build up. You cannot say it is 
made, ‘as the White Paper said, in a period of 
four or five years. This is long term good will. 
The good will is in a service industry and 
good will is based on the relations which the 
organization has with the people who do 
work for it. 


I am very close to this situation and feel 
very strongly about this. The fact that at the 
end of the year, what happens would be that 
the good will built up over this time would be 
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taxed at the rate of 40 per cent in the first 
year and decline to absolutely confiscation of 
capital. That is number one. 


The second thing is that if it had not been 
for the Mannix industry I believe that the 
coal industry in western Canada would be out 
of existence today. They held us together. 
They were the first people who went to Japan 
and brought people over and who gave them 
their own money to get them interested in 
this particular business. 

Also, at the same time, at our expense, we 
picked up large reserves of coal for the power 
facilities in western Canada, down south, for 
the use of coal and hydro. 

This was all done by Mr. Mannix’s father. 


We have certain reserves which we have 
built up over the years. It is the purpose of 
the White Paper, just as soon as we have this 
as the capital of our company, to take these 
reserves and tax them immediately, if they 
were sold, at the basis of 60 per cent the first 
year, which is a capital asset, and this again 
would decline at the rate of five per cent a 
year. 


The Chairman; I take it, then, you do not 
favour good will as provided by the proposal 
in the White Paper? 


Mr. Connelly: No. The people have grown 
up with these companies—and I personally 
have been associated with a number of small 
companies who have grown in this way, just 
with the talents of people willing to defer 
their enjoyment. I feel that some senators 
who know me here know what I am talking 
about. To wait ten, twenty or thirty years and 
then tax either good will or assets that people 
have acquired, which are actually capital 
assets, is not only confiscation of capital, it is 
retroactive taxation, it not only creates uncer- 
tainty but will certainly create an atmos- 
phere, amongst the people that I am used to 
doing business with, that they will certainly 
not continue to do that type of work any 
more. 


Senator Hays: Do you carry the good will 
as a capital asset? 

Mr. Connelly: We do not carry it, but it is 
inherent in the business, if you want to sell it, 
especially in the service industry. 

The Chairman: Do you think good will 
should be treated the same as land? 


Mr. Connelly: It should be a capital asset. If 
you want to consider purchase of a capital 


36 : 62 


assets, it would appreciate it according to 
those terms of 10 per cent. There is no reason 
why, if you put a value at valuation day, why 
the same treatment should not be given to 
them and it only be taken into income for the 
next residue value over that and what is real- 
ized on it at the time of sale. 


I want to stress those two points because I 
think they are very important. 

The other was the question of wasting 
asset, which was discussed as far as mining is 
concerned. 


I do not look on depletion as depletion per 
se, because a wasting asset could eventually 
run out of your mine. We have done this in 
coal mines and we have done this in iron and 
other mines that we were in and have ended 
up with no asset. This is not like building up 
an ordinary organization which is based on 
population factor. The result is that, in order 
to get an incentive for people, they must 
motivate people to have an interest in the 
wasting asset. The rate of return must be 
materially higher, materially higher, just 
apart from the actual risk of the investment 
itself, which is one factor. The mere fact of 
_ dealing with a wasting asset instead of with a 
growth asset is that you have to have a 
material increase in the rate of return. 


Senator Bendickson: You are talking about 
depletion and the...? 


Mr. Connelly: I look on depletion as merely 
an adjustment in the rate of tax. 


Senator Hays: Am I right that in your brief 
you say you mine about 35 per cent of the 
coal in Canada. Is that correct? 


Mr. Connelly: That is correct. 


Senator Benidickson: How long would the 
White Paper affect this kind of operation as 
far as your coal is concerned? 


Mr. Mannix: The elimination of the three- 
year exemption of course affects your com- 
petitive position in world markets vis-a-vis 
Australia, for example, where the Japanese 
are getting coal from Australia. The three- 
year exemption certainly enhances Canadian 
competitive position to ship coal from western 
Canada. 

The restriction on the depletion allowance 
increases, in effect, the risk that you are 
running in assessing the mine, and your 
exploration has been required at the time you 
start the mine and the risks have been taken 
and the asset is then wasting, so your com- 
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petitive position is affected vis-a-vis Aus- 
tralia, for example, in shipping coal, and I am 
sure that part of the reason that Kaiser is 
competitive in Japan is because of the tax 
climate we have here now. 


Senator Hays: Are you saying, Mr. Mannix, 
that under the White Paper you could not 
compete with Australia if depletion was taken 
off? 


Mr. Mannix: Well, certainly it would take 
much better property with much more con- 
siderable mining just to be able to compete. 


Senator Hays: What is the volume of sales 
now for the coal in foreign markets, espcially 
in Japan, I suppose. 


Mr. Mannix: Of course, it is really just 
getting off the ground. There are about 13 
million tons in a year, and McIntyre Porcu- 
pine are going to ship 100 million tons a year. 
They will probably add another one-third 
within the next two years. 


Of course, we should be able to look to a 
continuing growth rate being pretty substan- 
tial. I would not be surprised to see the west- 
ern Canadian coal industry, in terms of ship- 
ment to Japan, et cetera, double within the 
next ten years. 


Senator Hays: What is this in dollars? 


Mr. Mannix: I really could not tell you the 
number of dollars it would be, but it would 
have a substantial foreign exchange. 


Senator Hays: You are talking about 14 
million tons at what price? 


Mr. Mannix: Well, Kiser Coal f.o.b. Roberts 
Bank is in the range of $12 to $14, so you are 
talking around... 


Mr. Connelly: That price under the new 
coal arrangements will be up around $17 or 
$18. The original order was $13 and $14. The 
new ones, because the Europeans have now 
entered the western Canadian coal market, 
are offering $20 f.0.b. Vancouver for this coal. 


Mr. Mannix: The picture in the coal indus- 
try is changing very rapidly for several dif- 
ferent reasons. The sulphur content of 
Canadian western coal is low and there has 
been a lot of talk about pollution. As a result, 
the demand for low sulphur coal is going up. 


It is also generally recognized that there are 
shortages now of coal. Germany, France, Bel- 
gium and even Romania and Japan, of course, 
are all looking for coke and coal. 
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Senator Hays: These are all new markets 
for coke and coal? 


Mr. Mannix: These are all new markets 
that have really just developed within the 
last year; many of them have developed 
within the last year. 


Mr. Connelly: That works out to about $150 
million a year, and these contracts are for 15 
years. 


The Chairman: This is over-all, not just 
Mannix production. 


Mr. Connelly: No, this is over-all, and the 
bulk of the money is being put up by -the 
purchasers for the development of these 
properties. 


Senator Benidickson: Particularly in west- 
ern Canada, the coal is forecast for Japan, I 
suppose. 


Mr. Connelly: Now there is also Belgium, 
Italy and Germany. 


Senator Benidickson: I do not claim, of 
course, Mr. Chairman, to know anything 
about this in depth, but I did read within the 
last few days that it was suggested that our 
Canadian steel producers have missed the 
boat in getting contracts for western Canadi- 
an coking coal. Now, that is not relevant to 
our discussion here, except that we are con- 


cerned about the White Paper in so far as it 


deals with depletion allowances. 
Now, I see that you are in the coal business 


in that Alberta Coal Limited is an associated 


company and has a coal production of great 
substance. Have you an opportunity with 
respect to coal to earn, under the White 
Paper proposals, depletion allowances by 


going out for further development and dis- 


coveries, or have you more or less enough 
property and resources that are adequate for 
what you propose to do and, therefore, could 
not benefit under the White Paper proposals? 
I am speaking of earned depletion. 


Mr. Mannix: Yes. 


Mr. Connelly: Basically we never stop look- 
ing for coal, but we have enough reserves on 
hand under control without further explora- 
tion to take care of our needs for at least 20 
or 30 years. 


Senator Benidickson: We have had evi- 
dence from other types of mining operations 
to the effect that they have already done their 
exploration and development and _ have 
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reserves adequate for the normal future, a 
, and 
that therefore the incentive idea of the White 


Paper for earning depletion ; 
pletion is 
attractive. Rote Very 


Do you find yourself in that position? 


Mr. Connelly: That is true, but we 
understand from the wording of the White 
Paper that we will no longer get the ten cents 
per ton depletion. The White Paper is quite 
quiet on that. 


The Chairman: You mean the subsidy? 
Mr. Lord: Unless we earn it. 


The Chairman: Why? 


Mr. Lord: May I point out here, senator, 
that it goes beyond that. Even if we did earn 
it, the whole company would be able to 
reduce its annual tax bill by way of depletion 
allowances still on redistribution to the share- 
holders. Eventually this whole depletion 
benefit disappears. 


We have demonstrated this with regard to 
an oil and gas company on page 19 of our 
brief. 


Senator Benidickson: I am not concerned 
about that. There is no suggestion in the 
White Paper that there will be a continuance 
of the shareholders’ present depletion 
allowances. 


Mr. Lord: No, I am not talking about that. I 
am talking about the fact that distribution, 
with the integration system, of creditable 
taxes is less than 50 per cent of the income 
and therefore when you gross it up and apply 
the credit the shareholder does not get a 
refund. 


Senator Benidickson: Because it has to be 
credited to that and relate it to the corpora- 
tion’s tax-paying statement. 


Mr. Lord: Right. 


Senator Hays: Mr. Mannix, you operate in 
several countries. What in _ your opinion 
would be your position competition-wise with 
other countries if the White Paper were 
introduced as legislation? 


Mr. Mannix: Certainly our competitive 
position would deteriorate. The construction 
industry is already very highly competi 
and especially for Canadians because cai 
are very large firms with which you have : 
compete on a continual basis not only a 


home but also abroad. 


36 : 64 


In effect by and large they are American 
companies, although you run into other ones 
and for example, the Italian Government sup- 
ports directly by subsidy many other con- 
struction arms which basically means that it 
is almost impossible for a Canadan construc- 
tion company to compete in areas of work in 
which they have decided to compete directly. 


A good example of that is pipelining in 
Australia. The Australian pipelines have been 
built. The Italians have gone and done this 
work using Italian steel and basically govern- 
ment supported. The contractors have done 
work for approximately one-third of what a 
Canadian company could hope to even 
approach in terms of cost to the owner. 


The construction industry is very volatile 
and it may be very marginal. You have very 
high risks and the aspect of the White Paper 
in terms of taxing capital gains certainly 
increases the rate of return that you would 
have to have in order to take risks. 


The earnings by and large of many con- 
struction companies are ploughed back into 
equipment and back into the business for 
growth and the capital requirements for 
equipment are escalating at such a rate that 
the taxation of capital gains—if the firm 
were soid or even on an evaluation basis—is 
such that it really means that construction 
would be an extremely marginal business. 


And because of the inflation aspect of the 
equipment that is used really, unless the capi- 
tal gains tax took into account the real capital 
gain—by “real” I mean in terms of real dol- 
lars not just dollar dollars—in other words 
the inflation factor—although the Govern- 
ment can say they are going to do away with 
inflation and it will not be a factor—is con- 
stantly eroding the capital and as a result you 
need more and more capital to be able to 
operate and consequently a higher risk is 
taken. So if you are continuing to plough 
back earnings into the company to maintain 
the same level of expertise and basic tools in 
terms of equipment, in the result you are 
really looking at your capital appreciation as 
part of the earnings instead of just straight 
earnings. 


To the extent that capital gains proposes to 
tax those it reduces the attractiveness of 
anyone entering the construction industry, the 
heavy construction industry specifically. 


Senator Hays: Are you doing any construc- 
tion work now in Australia? 
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Mr. Mannix: Well, we have recently comp- 
leted a couple of jobs there. Just at the 
moment we have got nothing now. 


Senator Hays: How are you treated taxwise 
in relationship between Australia and 
Canada? 


Mr. Lord: The burden in Australia is slight- 
ly less. I think the top rate is 374 per cent 
and then there is a withholding tax of 15 per 
cent on distribution, so it comes in here about 
45 per cent or 46 per cent, or something like 
that. 


The Chairman: Do you have any other fea- 
ture points that you would like to develop, 
Mr. Mannix? 


Mr. Connelly: There is the question of 
Canada Pipe Line itself. The White Paper con- 
templates that all of the properties that we 
have purchased up to the date of the White 
Paper would cease to get depreciation allow- 
ances on the earnings from the date of the 
White Paper or phase it out at five years. 

These feasibility studies are based on the 
life of the properties and certainly any 
attempt to tax on the basis of the White 
Paper would again be confiscating capital. 

There is another thing I want to stress in 
relation to Calgary. Calgary, as you know, has 
had a tremendous growth after 1947 when the 
Leduc field came in and that brought a great 
many Americans into the country, highly tal- 
ented people who actually brought their tal- 
ents and know-how to us. 


Now, they knew that the rate of tax in the 
United States was definitely lower on earn- 
ings than those in Canada. They had to be 
compensated in two ways. Either by an 
increase in salaries and so on which the 
major oil companies did, or else many of 
these men were retained by others or even 
organized their own companies. They were 
retained by other companies with which they 
had share options. If they started their own 
companies they knew that their present 
income would be lower. 

Many of these people—I speak from per- 
sonal knowledge—have since become 
Canadian citizens so they could take advan- 
tage of our lower capital gains taxation. 


Senator Benidickson: Yes, 


higher income tax. 


and probably 


Mr. Connelly: Higher current income tax. 


Senator Benidickson: In the middle income 
bracket. 


| Mr. Connelly: And they had hopes of 
making substantial capital gains. Many of 
them have done this. Now, the net result, of 
‘course, is that Canada has permanently a 
‘source of talent and in fact in Calgary itself 
| e have the highest concentration of profes- 
sional people in Canada. 


Consequently I think that any effort to 
impose any part of the capital gains tax, 
‘which will even equal or approach that of the 
Americans, would be detrimental to the 
growth of western Canada. 


The Chairman: Meaning these people 
would move out. 

Mr. Connelly: Yes. Not only would they 
move out, they would not have any induce- 
ment to live there through the major oil com- 
panies with their pension funds and so on 
that they have and they certainly would not 
have any inducement to start up there any 
organization in engineering or mining and so 
forth. 


Now, there is another factor to this thing 
which is the reverse. I was told to use this 
‘gentleman’s name and it is a name which is 
quite prominent in the pipeline business. 


Mr. Bannister sold out last year to the Con- 
ftinental Computer Association of the United 
States. Mr. Bannister became chairman of the 
‘board. This company got into trouble and 
they asked him to be the president. This was 
a multinational company. He said he would 
do so if they would move their headquarters 
to Edmonton. On assessment the key people 
that he would have to bring from Pennsyl- 
vania, had to have in the neighbourhood of in 
excess of $10,000 a year—this is on present 
taxation much less the White Paper—to come 
to Canada. 


This is just to equal their position in the 
‘United States, so this just proves that the 
figures that had been handed out by the 
Department of Finance here are somewhat 
misleading when they start comparing the 
‘present tax rates here and the United States. 


Then what happened is the executive vice 
president—Mr. Bannister—decided he could 
‘make $7,000 more a year by moving to the 
United States so he moved their headquarters 
to Minneapolis. We have many examples of 
this. 


_ The Chairman: That may only be the 
beginning of a headquarters exodus. 
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Mr. Connelly: Well, I am just pointing this 
out. This gentleman told me I could use his 
name. 


Then there is another thing. We have a 
large number of senior executives in the 
major oil companies with a vast amount of 
knowledge of our country and so on who are 
retiring. I would just like to mention one here 
whom we all know, Paul Kartske of the Shell 
Oil Company. We would like these people to 
stay in this country. These people cannot 
afford to stay in this country and retire. I 
think this is a question of talent drain. 


Senator Hays: Tell me more of why he 
cannot stay? Are you talking of the present 
taxation or the White Paper? 


Mr. Connelly: It is the present rates. These 
people have been moving down under the 
present rates of taxes, but the rates of taxes 
under the White Paper are higher which will 
make it less attractive for these people to 
stay. The people here have an emotional 
problem. They have lived in Canada some- 
thing like 20 years and they would like to 
stay in this country. They just think it creates 
a hardship and they cannot stay. 


Senator Benidickson: Were you speaking 
about personal taxes? 


Mr. Connelly: This is personal taxes. 


Senator Benidickson: Or are you speaking 
about withholding taxes on pensions or both? 


Mr. Connelly: Well, actually both in their 
cases but in some cases if it were a withhold. 
ing tax, the pension is not involved. It is still 
more profitable for a person to retire in the 
United States than it is to stay in Canada. 


Senator Benidickson: And I suppose in Cal- 
gary, from which you come, a lot of those 
people are, insofar as pensions are concerned, 
not paid through Canadian corporations. They 
are paid through American corporations and 
therefore this new proposed withholding tax 
with respect to pensions would not apply. 


Mr. Connelly: That is true, that there are 
three things you have to consider. In the 
United States, you have a higher pay for the 
job. You have a lower rate of taxes in yee 
United States and a lower basic cost of Evie 
This is a fact. You have many other eae 
sions other than these to consider. The 3 _ 
cal profession and others are considering =P 

Now, there is one other problem nee = 
that is the question, of which you spoke, 


inflation. 
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The Chairman: Yes. 


Mr. Connelly: There was one item. I wrote 
myself to Mr. Benson and I got back a letter 
with which naturally I did not agree. This is a 
sort of form letter but there is one deduction 
that is allowed today which I think is actually 
a hardship on this country and that is the 
$100 allowances for medical expenses and 
charitable donations, that automatic deduc- 
tion. With Medicare it has really obviated the 
necessity for medical expense allowances and 
very few of those claiming the $100 allowance 
contributed to charitable causes. Although it 
would create some administrative work, it 
would make our citizens more socially con- 
scious through giving them a greater incen- 
tive to participate in private giving. That is 
one reduction. If they wanted to reserve 
something in the White Paper that is one 
thing. 


Senator Benidickson: Increase the revenue? 


Mr. Connelly: Now, I have a question here. 
Do you feel that different parts of the econo- 
my in the country should be _ stimulated 
through income tax provisions or that special 
grants be made by the Government itself? I 
think you have covered that in previous hear- 
ings. We think that the market place should 
determine the incentives. 


I read a brief you had from the Canadian 
Hardware Association. Everyone was con- 
cerned about turning businesses over to their 
families. I have been associated with two or 
three small concerns. What we are more con- 
cerned with is turning business over to our 
employees. 


The Chairman: The problem, as we have 
seen it, is that the proprietor of the business 
has built into it his own retirement income, 
and therefore at some stage when he wants to 
retire he has to sell. What we have been 
talking about is that when he is selling, if 
there is a capital gain in the course of the 
sale it should go into a retirement savings 
plan without being subject to capital gains 
tax. That is the kind of point you were 
thinking of? 


Mr. Connelly: I was thinking of going fur- 
ther than that and turning over the business 
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to the employees themselves. These | 
employees usually do not have any capital. 
The seller is usually confronted with the. 
problem of going public or selling to someone 
who has cash. You usually get a fair deal. 
The average owner would rather turn it over. 
to his employees and give them time to pay it 
off. There is nothing wrong with the amount 
of tax which is exigible against the surplus | 
effective rate of 162 per cent. I believe that 
should be tied to the payments as they are 
made in order to enable the person—these 
companies usually do not have cash. They | 
have all been turned back. Usually the selling 
price is pretty well tied into the amount of 
the surplus. 


The Chairman: It can be sold on an 
instalment plan. If it is sold for $100,000 there | 
can be instalment payments of so much per 
year for 10 or 20 years. The instalment he 
receives would be the part that would be 
taxable. i 


Mr. Connelly: But right now in order to set 
the company up so that you can distribute, so 
that the money can be paid out of the com- 
pany, you have to go through the process of | 
paying tax from the company itself through 
amalgamation or some other way, and then 
create a preferred stock and make a distribu- 
tion that way. My thought is that instead of 
having to pay right away initially to the Gov-| 
ernment, the distribution should be made 
throughout the life of the contract. 


I am going to Senator Cameron’s new: 
school in Graz. I am going to a lecture over 
there on official controls. In so doing I ran) 
into what they are operating in Germany and 
it bears out what Mr. Mannix said. It certain- 
ly seems stupid for Canada as a small country 
to start leading the parade as far as tax) 
changes are concerned. The Germans tax on’ 
the most conservative basis that you could 
find possible, including special reserves for) 
replacement and replacement of inventory. | 
Any time you move into this area it puts the 
Canadian position, if we are trying to operate 
as a well-developed and major country in the 
world, in a less competitive position. | 


The Chairman: Thank you, very much, Mr. 
Connelly. 


The committee adjourned. 
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APPENDIX “A’’ 


SHARE DISTRIBUTION OF “Other restraint” implies agreements between main share. 

SOME COMPANIES RECENTLY LISTED teers pH not to sell any stock involved in the 

ring withou € underwriters’ approval. “Principal Stock- 

ON THE TORONTO STOCK EXCHANGE holder"’ implies ownership of 10% or more of the hire capital. 

Where the principal shareholders are also directors or senior 

employees, no figures are shown under the column for Principal 

The table below, prepared from the listing statements and Stockholders. The figure is included in the column for directors 
prospecti on randomly selected listed Companies, reflects the and senior employees. 

ownership of substantial control blocks of shares. All com- 

panies were listed during 1969, were Canadian incorporated, 

and had no appreciable foreign ownership at the time of listing. 


Where, however, the principal holders include others in addi- 
tion to directors and senior employees, percentages are shown 
in both columns with no duplication in the percentages. 


SHARE DISTRIBUTION OF SOME COMPANIES RECENTLY LISTED ON THE TORONTO STOCK EXCHANGE 


When listed Are there Percentage of Percentage of Origin of shares held by Public (over a 6 month 
listed shares Are there listed shares listed shares Period prior to the time of the company’s listing) 
Company Class of Total number Total shares under escrow otherclasses held by held by Already 
shares listed ofshareslisted outstanding orotherform of shares Directors —_Principal Date of Primary Primary- held by 
(Millions) (Millions) of restraint? not listed? and Officers Stockholders going public secondary public 
Abel-Black Corporation © Common 1.835 1.750 yes no 80 July4, _ 
Ltd. 1969 
Acres Ltd. Common 1.287 1.130 yes no 34.32 Dec. 30, Vv V 
1968 
Agratec Industries Ltd. Common 0.789 0.789 yes no 523 August 1, v 
1966 
Automotive Hardware Ltd. Common 55 0.300 no yes (5) (5) April 28, V V 
1969 
Avoca Mines Canada Ltd. Common 5.000 4.750 yes no qq) 45 (2) Nov. 4, V v 
1969 
Bombardier Ltd. Class ‘‘A’’ 15.000 2.000 no yes 86% March 27, V 
1969 
Cadillac Development Preference 0.120 0.120 
Corporation Ltd. Common. 10.735 9,092 yes yes O2 22 14.58 pee v vy 
1969 
CampeauCorporationLtd. Common 7.089 6.394 no no 41.2 12.4 gays oe v Vv 
6 
Computel Systems Ltd. Common 0.729 0.581 yes no 23.7 Bi v 
8) 
Consumers Distributing Common 0.675 0.675 yes no 24.4 55.55 Nov. 27, Vv v v 
Company Ltd. 1968 . 
Richard Costain Common 1.380 1.330 yes no 8.08 49.81 Dec. 28, Vv V 
(Canada) Ltd. ye 
Finning Tractor & Common 2,041 1.944. no no 78.4 Oct. 23, v 
Equipment Co. Ltd. 1969 
Four Seasons Hotels Ltd. Common 1.377 1.250 yes no 30.1 49.9 ere y 
o 
e j (7) 
Glendale Mobile Common 1.145 1.075 yes no (6) 65.1 July 30, V V 
Homes Ltd. } Lae 
Harlequin Enterprises Common _ 1.328 1.328 yes no 41.83 19.24 eee 1, v 
Ltd. 
Hunter Douglas Ltd. Common 6.005@) 0.874 no yes 2 ee i 
Irwin Toy Ltd. : Common 1.260 1.200 no no 41.96 33.04 er v 
Leon’s Furniture Ltd. Common 1.217 1.167 yes no 72.73 A V 
Voyager Petroleums Ltd. Common 7.000 3.086 yes no 60.14 ce V 
Y.&R. Properties Ltd. Common 2.069 1964 no = no. -12.7 61.9 duly 29, y 
psy 
Allarco Developments Common 1.675 1.250 yes no 80 gn . 
Ltd. 1 
Commonwealth Holiday | Common 6.350 2.400 no yes 42.37 31.25 ee 0s 
Inns of Canada j ;ay 
E-L Financial Corporation Common 1.765 0.995 no Te lie tae i Noes: ; 
Ltd. (0) ae 1 
D. H. Howden &Co. Ltd. Common 0.500 —_0.500 yes yes Pvato BO Pern i 
April 25, / Vv 
Laidlaw Motorways Ltd. Common 0.775 0.725 yes no 72.4 3) sted v 
oe April 3, v 
Logistec Corporation Common 0.518 0.336 no yes 32,1 13 ioe 
qs) March 18, V 
Noble Mines & Oils Ltd. Common 4.000 1.067 yes = 0_— = 332.304) 22.9 =} 


1968 


er oe ee ee eet 
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APPENDIX “A” continued 


When listed 


Company 


Nu-West Homes Ltd. 


Orlando Realty 
Corporation Ltd. 
Pure Silver Mines Ltd. 


Scott’s Restaurants 
Company Ltd. 

Westburne International 
Industries Ltd. 

Winnipeg Supply & Fuel 
Co. Ltd. 


Realty Capital Corp. Ltd. 


Imperial General 
Properties Ltd. 
Gesco Distributing Ltd. 


Halifax Developments 
Intermetco Limited 
J. Harris & Sons Ltd. 


Monarch Life 
Assurance Co. 
Ensign Oils Ltd. 


U.A.P. Inc. 
Ulster Petroleums Ltd. 


Western Electronics & 
Engineering Ltd. 
Lacanex Mining Co. Ltd. 


Murritt Business 
Machines Ltd. 

Major Holdings & 
Developments Ltd. 

Villacentres Ltd. 


Victoria Wood 
Development 
Corporation Ltd. 

Beaver Engineering Ltd. 


Prado Explorations Ltd. 


House of Stein 
Electronics Ltd. 


Class of 
shares listed 


Common 
Common 
Common 
Common 
Common 
Common 
Class ‘‘A”’ 
Common 
Common 
Common 
Common 
Common 
Common 
Common 


Class A 
Common 


Common 
Common 
Common 
Common 


Common 


Ser. A Pr. 
Common 
Common 
Common 


Common 


(Millions) 
1.750 


1.350 
5.000 
4.158 
4.429 
0.500 
0.723 
1.500 
1.025 
2.886 
1.634 
0.913 
0.550 
2.100 


0.468 
4.500 


2.670 
5.000 
1.419 
2.497 


1.040 


0.400 
1.000 
0.630 
3.000 


0.856 


(Millions) 
1.650 


1.300 
2.429 
4.078 
4.034 
0.500 
0.295 
1.250 
1.025 
1.875 
1.408 
0.846 
0.500 
1.450 


0.463 
3.053 


2.570 
1.700 
1.306 
T3719 


1.002 (2) 


0.400 
0.709 
0.601 
1.850 


0.815 


Are there 


listed shares Are there 
Total number Total shares under escrow other classes held by 
ofshareslisted outstanding orotherform of shares 


yes 
no 


yes 


Origin of shares held by Public (over a 6 month 


nee ee ae period prior to the time of the company’s listing) 


listed shares listed shares 


held by Already 
Directors Principal Date of Primary Primary- held by 
of restraint? notlisted? and Officers Stockholders going public secondary public 
no Wie, April 24, Vv 
1969 
no 58.8 10.4 April 1, V Vv 
1969 
no 20.006) 22.006) April 29, Vv 
1966 
no 2.5 75.36 May 21, V 
1968 
yes 44.8 21.6 March 20, yan 
1969 
yes 10.0 42.0 June 22, v 
1961 
yes 8.06 June 25, Vv Vv 
1969 
yes 36.43 Shop aly Nov. 1, Vv 
1968 
no 77S Sept. 30, Vv 
1968 
no 47.44 August19, ¥ Vv 
1965 
no 19.96 20.15 Nov. 1, Vv 
1968 
no 32.49 33.07 May 20, Vv 
1953 
yes Sy fe) (18) Vv 
no 47.17 13.79 Junel9g, V 
1968 
yes 11.09 50.71 + Feb., 1966 Vv 
no 16.72 Sept. 17, Vv 
1968 
no 18.33 51.74@0 June 13, y 
1969 
no 20.59 38.86 April 22, V 
1969 
yes 75.29 qs) March 6, V 
1969 
yes 79.1 Oct22* Vv 
1968 
no 76.56 March 12, Vv 
1969 
yes 9.81 (22) 50.00 Octe2 i V 
1968 
no 64% Sept. 2, V V 
1969 
no VGsT5 42.89 June 27, Vv 
1967 
no 65.66 May 26, Vv 
1969 


(1) Less than 10%. 


(2) Discovery Mines was the only principal stockholder at the time 
of the offering but subsequent to listing an additional 34% was 
acquired by 5 other Companies. 


(3) Held by subsidiary. 


(4) Issued with preference and debentures as Unit. 


(5) One officer held 600,000 Class ‘‘B’’ shares and 200,000 com- 
mon shares which represented 66% percent of the voting shares 
of the Company. After conversion of series A Debentures his 
control would be reduced to 54%. 

(6) One officer had control through the ownership of 50% of Thorn 
Investments Limited, which held 65.1% of Glendale. 

(7) Prior to the offering in May, 1969, Thorn Investments owned all 
the issued shares of Glendale. 

(8) A total of 4.872 million shares were reserved for conversion of 
deferred shares held by principal shareholders of Hunter 


Douglas. 


(9) None issued at time of listing. 
(10) The directors have substantial holdings in the subsidiary 


Companies. 


(11) From November 27, 1968 to January 21, 1969, E-L Financial 


acquired 83.78% of the outstanding capital of Empire Life Insur- 
ance ina share exchange offer. 

(12) Howden Holdings Ltd., as principal shareholder, owned 50% of 
D. H. Howden. 

(13) All held by one principal officer. 

(14) Held, directly and indirectly, by one officer. 

(15) Percentage of shares held by 3 largest shareholders excludes 
shares in trust for the children of the officers. 

(16) The percentages represent the holdings of the five largest share- 
holders, at the time of listing. Three of the five were directors. 
The holdings of other officers were not specified. 

(17) Share exchange offers. 

(18) Listed on V.S.E. some time prior to January 1, 1936. 

(19) Ns epieelpal shareholders but majority shareholders held 


. O» 

(20) A Director as voting trustee controlled 420,000 of the shares in- 
cluded inthis figure. 

(21) At time of listing. 

(22) If the junior preference shares (all held by Directors) are con- 
verted the percentage of common shares held by them will 
become 35.99%, 
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INDEPENDENT PETROLEUM ASSOCIATION OF CANADA 


The Independent Petroleum Association of Canada (IPAC) is a Trade 
Association, representing the Canadian oil and gas industry. It was 
incorporated under the Dominion Companies Act in 1961. It has as members 
176 companies of which 131 are Canadian independent oil and gas 
exploration and production companies. The balance are classified as 
Associate Members or companies which primarily service the Canadian 
oil and gas industry. 


IPAC represents firms which in total are responsible for over 50 per cent 
of all exploratory wells drilled annually in Canada. These firms derive the 
bulk of their revenue from reserves located in Canada and therefore must 
stress maximization of Canadian production. 


The objectives of the Association relate generally to the establishment and 
maintenance of an environment under which Canadian independent oil firms 
can conduct their affairs in the most efficient manner possible. 


This Association expressed its views on taxation in a “Submission to the 
Royal Commission on Taxation” in 1967, and provided a brief at that time 
which contained considerable detailed information on this industry. 

The Association welcomes the opportunity of expressing its views on the 
Proposals for Tax Reform as outlined in the White Paper of November 7, 
1969, as we are extremely concerned with the impact these proposals 
could have on our industry and the Canadian economy. 
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SUMMARY 


The Brief which follows will deal largely with the effects of the White Paper 
proposals as they affect the petroleum industry. 


The Association endorses a number of the general views expressed in the 
White Paper. We agree that the tax burden should be distributed fairly; 
that tax policy should interfere as little as possible with incentives to work 
and invest; and should encourage steady economic growth and 
continuing prosperity. 


The Association also recognizes the need for increased exemptions for 
lower income groups; new deductions to benefit employees and working 
mothers; and changes that will stimulate Canadian ownership. 


The Association will offer comments which we believe will be helpfui. 


Our Brief is comprised of the following sections: 


SUMMARY 


A. THE OIL AND GAS INDUSTRY 


B. PROPOSED TAX RULES FOR THE PETROLEUM INDUSTRY 


C. PROPOSED TAX RULES FOR PETROLEUM INDUSTRY 
SHAREHOLDERS 


D. PROPOSED TAX RULES FOR INDIVIDUALS 


APPENDIX A 
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A. THE OIL AND GAS INDUSTRY 


As so aptly expressed in the White Paper, we believe our industry is an “economic venture 
that involves exceptional risks, also promises exceptional rewards, in employing Canadians, in 
pushing back frontiers, in spurring trade and technology”. The impact of the oil and gas 
industry in Canada has been profound, particularly in the following terms: 


1. Moving back Canadian frontiers and bringing Canada’s massive mineral resources within 
economic reach. 


2. As an important contributor to Canadian export trade with resultant benefits to balance 
of payments. 


3. In the establishment of a strong and viable regional economy in the West. 
4. As directly and indirectly supporting over 1,000,000 people. 
5. In the creation of a high demand for products manufactured in Eastern Canada. 


Further, we believe that the industry is capable of a much larger job in the future, given proper 
incentives. We estimate that Canada has discovered approximately 11% of its oil potential and 
9% of its gas potential. Demand for Canadian oil and gas should double over the next ten 
years. The industry can reasonably expect to increase its exports from $727 million to 

$2,500 million by 1980. However, to do this job requires vast sums of capital. It is estimated 
that the industry in Canada will need in the order of $25 to $30 billion during the next decade 
compared to $14 billion from 1947 to 1970. These needs will come at a time when there will 

be a worldwide shortage of capital. The Canadian petroleum industry has earned a rate of 
return on total capital in the period 1962-1968 from 6.3% to 8.8% compared to the Canadian 
manufacturing industry’s rate of return of 8.2% to 11.1%. It can readily be seen that if the oil 
industry is to attract the capital required to do the job it is capable of doing, this industry must 
have adequate incentives. 


B. PROPOSED TAX RULES FOR THE PETROLEUM INDUSTRY 


Percentage Depletion — Operator and Non-Operator 


One of the most important incentives for the industry is depletion. The White Paper proposal 
would offer less incentives than those currently available. This proposal would retroactively 
decrease the value of all existing oil and gas properties by changing the rules after heavy 
investments have been made. Insofar as future exploration is concerned, the depletion earned 
under the proposal is insufficient to encourage widespread exploration. 


The 25% depletion for land-owners and overriding royalties would be terminated under the 
White Paper proposals. 


WE WOULD RECOMMEND THE ADDITION OF LAND COSTS TO “ELIGIBLE EXPEND- 
ITURES” AND $1 OF DEPLETION EARNED FOR EVERY $2 OF “ELIGIBLE EXPENDITURES” 
INCURRED. IN ADDITION, WE SUGGEST THAT TAXPAYERS BE PERMITTED TO ELECT 
ANNUALLY TO CALCULATE DEPLETION UNDER EITHER ONE OF THE TWO FOLLOWING 


METHODS: 


EITHER: 1. DEPLETION OF 15% CALCULATED ON GROSS PRODUCTION INCOME 
AFTER ROYALTIES BUT BEFORE ANY OTHER DEDUCTIONS NOT TO 


EXCEED 50% OF “NET PRODUCTION INCOME”. 
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OR: 2. “EARNED DEPLETION’ NOT TO EXCEED 50% OF PRODUCTION INCOME 
AFTER DEDUCTION OF ROYALTIES, OPERATING COSTS AND EXPLORATION 
AND DEVELOPMENT EXPENDITURES. 


WE SUGGEST THAT INCOME FROM PRESENT ROYALTIES BE ALLOWED THE 25% 
DEPLETION, AND INCOME FROM ROYALTIES ACQUIRED AFTER IMPLEMENTATION BE 
TREATED AS INCOME FROM MINERAL RIGHTS GENERALLY. 


Our proposals will encourage exploration and mitigate the retroactive aspect in respect 
to prior investments. 


Exploration and Development Expenditures 


The White Paper has proposed that all taxpayers be given incentive to participate directly 

in oil and gas exploration. The White Paper’s proposal is that taxpayers who fail to meet the 
principal business test be entitled to deduct exploration and development expenditures to the 
greater of their total income from mineral production or 20% of the declining balance of 
such costs. While the intention of this proposal is excellent, it does not adequately reflect the 
risks of the business and, hence, will have extremely limited application as it could take over 
10 years to amortize exploration costs. 


WE RECOMMEND THE PRINCIPAL “BUSINESS TEST” BE ELIMINATED, 


thereby placing Canadian taxpayers in a competitive position with U.S. taxpayers in oil and gas 
activities and opening up an important source of financing to our industry. 


Exploration Outside Canada 


The Carter Commission, as contrasted to current tax rules or those proposed by the White Paper, 
recommended that costs of exploring outside Canada be deductible. U.S. taxpayers are generally 
permitted the same deductions for oil and gas operations, whether domestic or foreign. As 

a consequence, U.S. foreign oil and gas operations generate $1.7 billion, or 30%, of U.S. oil 
company revenues. In the period 1965-1966, the petroleum industry made a net contribution 

of $870 million to the U.S. balance of payments. 


WE WOULD RECOMMEND TREATING EXPLORATION AND DEVELOPMENT EXPENDITURES 
OUTSIDE CANADA THE SAME AS THOSE INCURRED IN CANADA. 
Miscellaneous Business Expenses 


We agree that there may have been some cases of abuse in the matter of business and 
entertainment expenses. 


WE REGARD THE WHITE PAPER PROPOSALS AS RELATED TO MISCELLANEOUS BUSINESS 
EXPENSES AS UNREALISTIC AND BELIEVE THAT CURRENT REGULATIONS, IF APPLIED, 
ARE ADEQUATE. 


C. PROPOSED TAX RULES FOR PETROLEUM INDUSTRY SHAREHOLDERS 
Taxation of Capital Gains — Realized and Unrealized 


In view of the substantial funds required and the high risk nature of the petroleum industry, 
our ability to raise capital must at all times be a fundamental consideration. We view with 
concern any proposal which makes it more difficult to raise capital for our industry. 
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Since the principal attraction of Canadian independent oil and gas equities is the prospect 

of capital gains, we are concerned that the capital gains tax as proposed, with ean rates 
from 42% to 84% during the 5-year transition period and, thereafter, with rates up to 50% for 
closely-held corporations, would discourage Canadians from investing in high risk securities and 
would place all but the very wealthy Canadians, even after the transition period athe : 
disadvantage with U.S. investors in purchasing Canadian oil and gas equities. 


WE RECOMMEND ALL TYPES OF CAPITAL GAINS SHOULD BE TAXED AT THE SAME 
RATES AND SUGGEST A GRADUAL IMPLEMENTATION STARTING WITH A MAXIMUM 
RATE OF 5% TAX ON GAINS NET OF CAPITAL LOSSES, INCREASING OVER 5 YEARS 
AND PRODUCING RATES SOMEWHAT LOWER THAN THOSE IN THE U.S.; IN ANY 
EVENT NOT EXCEEDING A MAXIMUM RATE OF 25% IN THE FIFTH YEAR. 


The proposal to tax unrealized capital gains on shares of widely-held Canadian public 
corporations every five years, if enacted, will make equity investments less attractive. It is beset 
by a myriad of practical problems for which no solution is evident, will break up Canadian 
control blocks, and will be regarded by the world financial community as a tax on capital. The 
effect will be to impair the ability of Canadian industry in general, and our industry in 
particular, to raise the large amounts of capital required from Canadian and foreign sources over 
the next decade. 


IT IS OUR VIEW THAT THE PROPOSED TAX ON UNREALIZED GAINS BE REJECTED. 


Taxation of Dividends 


The White Paper would remove the shareholders’ depletion allowance and the dividend 

tax credit, both of which encourage Canadians to invest in Canadian petroleum securities. In 
their place, integration of corporate and shareholder tax would be substituted which would 
create a serious investor bias against resource development. The very incentives offered to 
stimulate expenditures by a company, i.e., immediate deduction of exploration and development 
expenditures and depletion allowances, would postpone corporate tax and, thereby, adversely 
effect the shareholders’ net dividend income. Such a proposal decreases the attractiveness of 
Canadian petroleum securities to Canadians. 


Secondly, the creditable tax system imposes a net tax up to 33% % on inter-company dividends, 
where the paying company’s exploration write-offs and depletion credits result in a postpone- 
ment of taxes. Such dividends are currently untaxed. In the oil industry, subsidiaries are a 
common form of operation and to merge them into one entity is often impractical or undesirable. 


WE WOULD RECOMMEND THAT CONSOLIDATED TAX RETURNS BE ALLOWED. 


Thirdly, the integration concept and the limit of 2% years on creditable tax eligibility would 
tend to force the payment of cash or stock dividends. Such stock dividends would create 
unwieldy capitalizations and would have undesirable effects on the market for such securities. 


‘In view of the above considerations: 


WE WOULD RECOMMEND THAT THE CREDITABLE TAX PROPOSAL BE REJECTED AND 
THE DIVIDEND TAX CREDIT AND DEPLETION ALLOWANCES FOR RESOURCE STOCKS 
AND TAX EXEMPTION OF INTER-COMPANY DIVIDENDS BE CONTINUED. 
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D. PROPOSED TAX RULES FOR INDIVIDUALS 
Deemed Realizations, Options and Pension Plans 


Inasmuch as our industry has need of numbers of highly qualified personnel, the proposals on 
deemed realization, pension plans and options are of serious concern. 


Transfers of personnel to and from Canada are beneficial to this industry, and the country 
generally. 


A TAX ON DEEMED REALIZATION WOULD DISCOURAGE SUCH MOVEMENT AND, 
THEREFORE, WE SUGGEST IT BE DELETED. 


Stock options have proved to be extremely effective in attracting and motivating innovators. 
For this reason: 


WE SUGGEST STOCK OPTIONS, WHETHER IN WIDELY OR CLOSELY-HELD 
CORPORATIONS, BE SUBJECT TO OUR SUGGESTED CAPITAL GAINS TREATMENT. 


THE PROPOSAL THAT PENSIONS BE SUBJECT TO A WITHHOLDING TAX AT RATES 
PRESUMABLY TO BE DETERMINED BY THE MINISTER, DEPENDING UPON THE 
RECIPIENT’S CIRCUMSTANCES, SHOULD BE REJECTED. 


Personal Incentives 


The Association believes that the combination of high income tax rates and high rates of capital 
gains taxation proposed by the White Paper will have an adverse effect on immigration to 
Canada, will reduce the personal initiative of Canadians, and will result in some emigration 

from Canada. 


Banking, Trade and Commerce 36; 139 


A. THE OIL AND GAS INDUSTRY 
Natural Resource Taxation Philosophy 


Inherent in Canadian Tax Philosophy, as it applies to the Canadian mineral industry, is the 
recognition of benefits which accrue to the national interest in establishing a strong Mineral 
Resource Base. Canadian mineral tax policy has reflected in the past the unique risk factor 
which is characteristic of Canada’s mineral resource industries. The extent to which this policy 
has been successful is well defined in two submissions filed with the Federal Government on 
the occasion of the Royal Commission on Taxation. 


Canada’s Mineral Resource Base can be defined as this nation’s stock of mineral resources located 
in the subsurface which, when exposed and distributed, can contribute directly to the welfare 

of the country. In terms of the oil industry, it is the reserves of oil and gas which are located 
and subsequently defined through the efforts of the exploration and producing segment of 

the industry. 


To-date Canada’s present and potential oil and gas resource base can be described as follows: 
Present Oil and Gas Resource Base 
Total Reserves of Oil and Gas Discovered to End of 1969 


EAGER IE se le ac, AO a 14.681 billion barrels 
EOE Bar EPG Ce er 2.473 billion barrels 
Natural:Gasviarketapie) ove. tf. fo, eho 70.048 trillion cubic feet 


Potential Oil and Gas Resource Base 


This Association believes conservative estimates of potential hydrocarbon reserves in the 
sedimentary basins in Canada, including offshore areas and the Arctic Islands, to be as follows: 


Git eer@yhle SP es a ee 121 billion barrels 
Natuialk@a sterner nts oats oe GSB es Stes oe 725 trillion cubic feet 


*Does not include any hydrocarbon reserves associated with Alberta’s Athabasca Tar Sands or other heavy oil reserves. 


Based upon the above estimates, approximately 11 per cent of the oil resource potential and 
approximately 9 per cent of the gas resource potential has been discovered. 


Justification for Increasing Resource Base 


The national interest will be served in the future if Canada’s Mineral Resource Base is 
encouraged to expand through such means as tax incentives. 


There is every indication that exports of both oil and gas to U.S. markets will expand in the 
foreseeable future. 


PROJECTED U.S. DEMAND FOR CRUDE OIL AND PETROLEUM PRODUCTS 


Thousands of Barrels Daily 
1969 1970 1973 1978 1983 
Forecast U.S. Demand for Crude & Products ..... 14,000 14,500 16,000 18,600 21,500 
Forecast U.S. Production of Crude Oil and 


Piatiival, (Gas Migutee a sce Vas sin 2 4 os einos 10,900 11,200 12,400 14,200 15,800 


TRU ne ae Lie ees tea eh aoa hearse « 3,100 3,300 3,600 4,400 5,700 


peaking in 1973 at approximately 10.3 
a reaching U.S. refineries commencing 
and 1983 at 3,300,000 barrels daily. 


*This table is predicated on crude oil production in the south 48 States 
million barrels daily - and new production from the North Slope of Alask 
in 1973 at the rate of 300,000 barrels daily; 1978 at 2,200,000 barrels daily; 
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It is quite clear that the U.S., even with the new supply from Alaska, will be forced to depend to 

an increasing degree on foreign supplies. Recent developments on the subject of the U.S. import 
policy clearly indicate a continued preference in favour of Canadian oil supplies over all other 
oil producing nations in the world — on the grounds that Canada offers the most secure and 


stable source. 


Thus, growth in demand for Canadian oil can be described as follows: 


DEMAND FOR CANADIAN OIL* 1969-1983 


Thousands of Barrels Daily 


1969 1970 1973 1978 1983 
Domestic Demand ........... TANS) 788 895 1,098 1,340 
ExiOntsm tm U2S se nten a ieee ertarste 593 665 841 1,350 2,100 
NotaleDemandancr comer evreerr aL SA2 1,453 1,736 2,448 3,440 


*Includes LPG production. 


The Association calculates that natural gas sales will increase over the period 1969 to 1980 
as follows: 


FORECAST SALES OF CANADIAN NATURAL GAS 
1969 - 1980 


(billions of cubic feet — 14.73 p.s.i. at 60°F 


Domestic Sales* Export Sales* Total Sales 
(RISO semen lec BoD Ui 826 670 1,496 
AS TOM LG Bisiecstensioteravetetets tar ote 892 744 1,636 
VOT co ctsioRrare hora e stones. =ife 963 826 1,789 
A VOW RRA ae Gn oD tooo 1,040 O17, i, 957, 
Dyes eetatctets iereietie) oraeteiern oi 1,123 1,018 2,141 
GGA ie orcs Palen ccon heres Retest W213 1,130 2,343 
SYA See i rs Aes AR POL Scho 17310 1,254 2,564 
1976) = seein te ites ee: 1,415 1,392 2,807 
USWA” Wrote Codooonr aot 1,528 1,545 3,073 
NOZBe eects scare ctessleue te lore 1,650 li Zale 3,365 
WWD. web n cecal lo somoL 1,782 1,904 3,686 
NOS Oye rarctere bh Stents tel 925 2AiS 4,038 


*Excluded in this Table is gas consumed as pipeline fuel and normal losses. 


Canada enjoys the unique opportunity of having large potential reserves of oil and gas and 

a growing market demand for such products. If this nation is to realize its potential, it is 
essential that the oil and gas resource base be expanded by increasing rates of annual reserve 
additions. 


The oil and gas producing industry can reasonably be expected to make the following 
contribution to the Canadian economy by 1980. 


(a) Value of Production* — Crude Oil, Natural Gas and By-Products 


1960 = $ 492,360,000 
1968 = 1,338,404,000 
1980 - 3,300,000,000 


*Represents value at point of production. 
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(b) Value of Exports* - Crude Oil, Natural Gas and By-Products 


Export Value 


1960 _ $ 125,000,000 
1968 — 727,000,000 
1980 = 2,500,000,000 


*Represents value at border crossing point. 


Future Capital Requirements 


The Canadian oil and gas industry is one of the most capital intensive industries in the nation. 
During the period 1960 - 1969, expenditures by this industry, exclusive of transmission lines, 
refineries and marketing facilities amounted to $9.0 billion. During the ten year period 1970-1979, 
it is expected that expenditures will more than double. This increase is not only the result of 

the greater exploration effort required to find-as much oil and gas in 10 years as has been found 
in over 22 years if rising demands are to be satisfied, but is also attributed to higher exploration 
and development costs as the industry moves northward into areas where towns, roads and 
airports must be built and where in the Arctic and sub-Arctic regions the temperatures and 
working conditions materially reduce efficiency. 


CASH OUTLAY FCR THE EXPLORATION AND PRODUCING OPERATIONS 
CF THE CANADIAN OIL AND GAS INDUSTRY 


1960-1969 1970-1979 

(Actual) (Estimated) 
(Millions of Dollars) 
| 


Exploration and Development Expenditures ...... $4,837 $12,000 
Equipment-anc Installation Cost 2.5 664.06. ns 060 = IRE 1,400 
NEY ACERS PENIS gee 5 os clas Merce ras comes ae o 808 2,000 
ROY aliiestmemecrter ea ttalerecs eicievs siete s slatiss ere = cate eens 1,147 3,400 
(Oyoeretiiiars (GOSIN 4 oo 6.6 GH Oe 0 oo Od bu Uo to Oar 936 1,800 
@ither yo sacs SE POONER RAIS Ieee OIA: Tea 506 1,300 


In addition, $6-$8 billion could be required for oil and gas pipelines. 


On the premise that the returns on future capital requirements must be commensurate with 
alternative investment opportunities to which such capital can be dedicated, it may be useful 

to examine the rate of return on invested capital in the Canadian oil and gas industry. 

In the tables which follow, rates of return, as determined from a recent study prepared by — 
Foster Economic Consultants of Calgary, Toronto and Washington, “Prospective Demand for 
Canadian Crude Oil Under Alternative Industry and Canadian/United States Government Policies 
(1969-1983), are shown. This study indicates the return on equity capital during the period 
1962-1968 in the Canadian oil industry has varied from 6.6 per cent to 10.5 per cent, compared 
to a return on equity in the manufacturing industry in Canada of 8.9 per cent to 12.8 per cent 
and Moody’s 125 industrials in the U.S. of 11.8 per cent to 14.7 per cent. The rate of return on 
total invested capital during the same period 1962 to 1968 in the Canadian oil industry has varied 
from 6.3 per cent to 8.8 per cent compared to the rate in the Canadian manufacturing industry 
of 8.2 per cent to 11.1 per cent and the rate of the U.S. oil industry’s return of 7.8 per cent to 
13.4 per cent. 


The foregoing sections have briefly described the problems and possibilities that face the 
Canadian oil and gas industry. It can readily be seen that if the industry is given adequate 
incentives to attract the necessary capital, it will make a most significant contribution to the 
future growth of the Canadian economy. 
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B. PROPOSED TAX RULES FOR THE PETROLEUM INDUSTRY 


The White Paper, in its discussion of the proposed tax changes for the mining and the 
petroleum industry, noted that the exploration for and development of mines and oil and gas 
deposits involved more than the usual industrial risks and that the scale of these risks was quite 
uncertain. We submit that while the important factor of risk was noted, it was not properly 
reflected in the proposed changes in tax rules. 


1. Exploration and Development Expenditures 


The importance to the petroleum industry of the immediate deduction of exploration and 
development expenditures incurred in Canada and the carry forward rules relating to such 
expenditures has been recognized in the White Paper. It is also important to the industry, and 
to Canadians generally, that the same tax rules for such expenditures apply to taxpayers other 
than those engaged directly in our industry. Unfortunately, this would not be the case under 
the White Paper. 


There would be restrictions for taxpayers whose principal business was not related to mining 
or petroleum. The restrictions would limit deductions for exploration and development 
expenditures incurred by those taxpayers to the greater of their total income from mineral 
production or 20 per cent of the declining balance of such costs. Such a limitation would 
materially reduce the intended incentive. Deductions for unsuccessful exploration would take 
over ten years to be amortized against taxable income. This would not be a sufficient incentive 
to encourage significant participation having in mind the risk factor involved. The proposed 
treatment of capital losses on shares of closely-held corporations would allow individuals to 
conduct their exploration activities in closely-held corporations and, thereby, deduct capital 
losses immediately rather than deduct exploration expenditures over a long period. The direct 
approach would be desirable and the use of closely-held corporations solely for tax reasons 
would be impractical and cumbersome for the taxpayers and inconsistent with the objectives 
of tax reform. 


The Association, therefore, regrets that the principal business test would be continued under 

the White Paper. No such test should be made if we are to have a desirable degree of Canadian 
participation in the important search for oil and gas reserves in Canada. This restrictive tax rule 
would continue to place Canadians at an unwarranted disadvantage with U.S. citizens, who are 
not subject to such rules, when investing in exploration in Canada. United States citizens invested 
over one hundred million dollars ($100,000,000) directly in Canadian exploration programs 

in 1969. Such investments constitute an important source of capital. 


THE ASSOCIATION RECOMMENDS THAT THE PRINCIPAL BUSINESS TEST BE ELIMINATED. 


By so doing, the industry would be provided with a further source of capital as individual 
Canadians would have the opportunity of participating in the petroleum industry on a more equal 
basis with their U.S. counterparts. 


2. Percentage Depletion — Operators 


The White Paper recognizes the need for incentives in the mining and petroleum industries 
because of the high degree of risk and the magnitude of the investment at risk. The incentive 
proposed is inadequate. 


The Association historically has supported the principle of gross depletion in its submissions 
concerning tax reform and continues to do so. Gross depletion has proved to be extremely 
effective for the industry in other jurisdictions and has broad investor acceptance. 


Depletion encourages continuing capital investment in resource development by making 
possible a return that is commensurate with the risks involved. Without an adequate return, 
capital will look elsewhere. The yardstick that is employed in making investment judgments 
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takes into account both risk and tax incentives in one industry as opposed to another. Despite 
widespread belief to the contrary, the return on invested capital in the petroleum industry in 
Canada today is less than that of the manufacturing industry, as a group. The willingness of capital 
to continue investing in the petroleum industry is based on the long term prospects for at 

least a reasgnable return. This willingness to continue will also depend to a large extent on the 
stability of tax rules relating to such investments. 


The present depletion incentive represents for practical purposes a 3317/3 per cent tax rate on 
net production income. The White Paper would raise the tax rate on net production income 
to 50 per cent and provide special credits against such income based on exploratory 
expenditures. 


The proposed White Paper depletion incentive, or so-called “earned depletion”, would be 

related to certain exploration and development expenditures. Depletion credits would be earned 
at the rate of $1 for each $3 of eligible exploration and development expenditures. “Earned 
depletion” credits could be claimed as a deduction from net production income up to a 
maximum of ¥% of such net production income after deduction of exploration and development 
expenditures. Any excess earned depletion would be carried forward until it could be used 

in this manner. This proposal would become effective after a five year transitional period. During 
such five year period “earned depletion” credits accrue and, to the extent not claimed against 
new production income, would accumulate. Depletion at 33/3 per cent of net would be used 
during the five year transitional period for existing production. 


The White Paper proposal, by relating incentive to future expenditures, has retroactively 
changed the basis on which previous investments were made. Such investments were predicated 
on an ultimate tax rate of 33% per cent and would now be subject to a 50 per cent tax rate. It 
is apparent that such a change would immediately and adversely affect the value of ail existing 
oil and gas properties in Canada and, further, it would seriously impair the image of the 
industry in Canada with regard to future investment plans. 


The Association believes that to be most effective, the depletion incentive should be based on 
revenue since this rewards success in resource development and, thereby, acts as a stimulant 
to exploration activity. In addition, such a system of computing depletion clearly tends to 
encourage the best use of resources and manpower and would provide a considerable degree 
of flexibility in the timing of such investments. We do not believe that the “earned depletion” 
proposal would be nearly as effective by itself. 


WE RECOMMEND THAT A MORE EFFECTIVE MEANS OF PROVIDING INCENTIVES FOR 
FUTURE EXPLORATION WOULD BE THROUGH AN OPTIONAL SYSTEM THAT WOULD 
PERMIT TAXPAYERS TO ELECT ANNUALLY TO CALCULATE DEPLETION UNDER EITHER 
ONE OF THE TWO FOLLOWING METHODS: 


1. DEPLETION OF 15 PER CENT CALCULATED ON GROSS PRODUCTION INCOME AFTER 
ROYALTIES BUT BEFORE ANY OTHER DEDUCTIONS BUT NOT TO EXCEED 50 PER 
CENT OF “NET PRODUCTION INCOME”. 


Net production income is defined as gross income from mineral production after 
deduction of royalty payments, and direct operating costs, but before any deductions 
for exploration and development (Section 83A) expenditures. 


2. “EARNED DEPLETION’ NOT TO EXCEED 50 PER CENT OF PRODUCTION ae 
AFTER DEDUCTION OF ROYALTIES, OPERATING COSTS AND EXPLORATIO 


DEVELOPMENT EXPENDITURES. 


iti l ect 
Our proposal would encourage continuing exploration and would mitigate the retroactive asp 


mentioned above with respect to prior investments. 


22265—10 
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THE ASSOCIATION PROPOSES THAT “EARNED DEPLETION’ BE COMPUTED IN THE 
FOLLOWING MANNER: 


1. DEPLETION TO BE EARNED AT THE RATE OF $1 FOR EACH $2 OF “EXPLORATION 
COSTS” INCURRED. 


2. ALL EXPLORATION AND DEVELOPMENT COSTS INCLUDING LAND ACQUISITION 
COSTS (“EXPLORATION COSTS”) BE INCLUDED AS ELIGIBLE EXPENDITURES. 


The Association believes that such an optional system would be consistent with the objectives 
of both government and industry. It would provide a realistic and necessary inducement for 
long term investment on a scale sufficient to assure continuing exploration and adequate 
development of Canada’s oil and gas resources. 


3. Percentage Depletion — Non-Operators 


The present tax rules permit “non-operators” to deduct 25 per cent of their royalty income from 
mineral properties as a depletion allowance. In addition to the land-owners’ royalty, gross 
overriding royalties are created in the normal course of business in the petroleum industry. 
The White Paper proposals would terminate this depletion allowance for both land-owners and 
overriding royalty holders immediately upon implementation. 


The White Paper suggests that the current depletion allowance for acquired royalties is, in part, 
a recognition of the return of capital and further suggests that such recognition would no longer 
be necessary because of the proposed rules concerning the amortization of the cost of acquiring 
mineral rights. This proposal would alter, in a material sense, the basis upon which present 
royalty owners acquired their interest. 


The Association submits that the proposal should be amended to distinguish between royalties 
held before implementation and those acquired subsequent to implementation. Failure to make 
this important distinction for present royalty owners would be confiscatory. 


THE ASSOCIATION RECOMMENDS THAT THE INCOME FROM ROYALTY INTERESTS 
ACQUIRED AFTER IMPLEMENTATION SHOULD BE TREATED IN THE SAME MANNER AS 
INCOME FROM MINERAL RIGHTS GENERALLY AND INCOME FROM PRESENT ROYALTIES 
SHOULD CONTINUE TO BE TAXED UNDER THE PRESENT RULES PROVIDED THEY ARE 
NOT SOLD. 


4. Exploration Outside Canada 


Exploration and development expenditures incurred outside Canada are, for the most part, not 
deductible under present tax rules and would not be deductible under the White Paper proposals. 
The White Paper recognizes the need for Canadian industry to seek foreign sources of supply 
and to develop foreign markets and states that, as a basic policy, ‘The proposals are designed 
neither to provide an incentive to Canadians to invest abroad, nor to place a barrier in the way 
of their doing so.” The proposed tax rules for the mining and petroleum industries would not 
permit deductions for exploration and development incurred outside Canada, and the change 
from percentage depletion to earned depletion places a further barrier in the way of 

exploration outside Canada. 


The benefits of foreign exploration were significant factors in the growth of the U.S. petroleum 
industry. Foreign exploration is possible under U.S. tax rules and the dominant position of 

U.S. companies in the world petroleum industry is the result of such foresight. According 

to the Chase Manhattan Bank’s 1968 Annual Financial Analysis of the major U.S. oil companies, 
earnings from foreign operations accounted for 30 per cent of the group’s total net income of 
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$5,739,000,000 in 1968. Crude oil production by this group of companies averaged 18.6 millic 
barrels daily and accounted for 59 per cent of all the oil produced in the Free World with ie 
12.3 million barrels daily being produced outside the United States. In addition, in 1965-66, the 
petroleum industry sent abroad an average of $885 million of funds from the United States, 
but against this, earnings on foreign investments over and above those reinvested abroad Wetp 
some $1.8 billion, for a net CONTRIBUTION tothe U.S. balance of payments of $870 million 
There is no question as to the importance of the petroleum industry and its foreign rivectnamts 
to the United States economy. ; 


The Royal Commission on taxation recommended that “costs of exploring outside Canada be 
deductible.’” We agree with this recommendation and submit that successful resource exploration 
anywhere in the world would bring substantial benefits to Canada in the form of additional 
foreign exchange, alternate sources of supply for crude deficient areas of Canada, markets for 
Canadian expertise in resource development and a strengthening of the Canadian independent 
petroleum industry in terms of the worldwide petroleum industry. 


THE ASSOCIATION, THEREFORE, RECOMMENDS THAT EXPLORATION AND DEVELOPMENT 
EXPENDITURES INCURRED OUTSIDE CANADA BE TREATED THE SAME AS THOSE 
EXPENDITURES MADE IN CANADA. 


5. Miscellaneous Business Expense 


The White Paper proposes to disallow completely “entertainment and related expenses.” 

We accept that there may have been cases of abuse in the name of business entertainment and 
we in no sense condone such practice. For instance, we do not believe private yachts and 
lodges and similar expenses can be justified as a deduction from taxable income. On the other 
hand, we do firmly believe that conventions, club memberships, etc., are necessary and legitimate 
business expenses and to regard such costs otherwise is to ignore the reality of business activity 
in Canada. In this industry, engineering, geological and geophysical developments occur world- 
wide and only through conventions and similar meetings can personnel in this industry stay 
abreast of important technical advances so that application can be made of these developments 
in their respective fields. The oil industry is an extremely complex and fast-moving business; 
constant contacts with all phases are required daily if a company is to remain competitive. 
Business lunches and dinners provide a neutral setting and are accepted practice at which daily 
developments are reviewed; contacts are made; negotiations are conducted; and various 
engineering and geological ideas are exchanged. All of these activities are a necessary part of 
business in our industry. Unquestionably, the same situation must be true in other industries. 


THE ASSOCIATION DOES NOT CONDONE ABUSES OF THE PRESENT TAX RULES. 
HOWEVER, IT REGARDS THE WHITE PAPER PROPOSALS THAT WOULD DISALLOW ALL 
SUCH EXPENSES AS UNREALISTIC. IT BELIEVES THAT ADEQUATE TAX RULES EXIST TODAY 
AND: THAT THE PROPOSED RULES WOULD PLACE AN UNNECESSARY ADMINISTRATIVE 
BURDEN ON BOTH GOVERNMENT AND INDUSTRY TO ENSURE COMPLIANCE. 


C. PROPOSED TAX RULES FOR PETROLEUM INDUSTRY SHAREHOLDERS 


The White Paper proposals that relate to petroleum industry corporations and their shareholders 
would remove the encouragement presently given to Canadians who wish to invest in securities 
of Canadian petroleum corporations. The existing inducements that would be withdrawn 

under the new proposals are as follows: 


1. 20 percent Dividend Tax Credit 
2. Shareholders’ depletion allowance 


3. Tax free capital gains 
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4. Tax exemption for inter-company dividends 


They are important factors in respect to investments in Canadian resource corporations. 


The White Paper proposes the following: 

1. Integration of Corporate and Shareholder tax (creditable tax) 

2. Discontinuance of shareholders’ depletion 

3. Tax on capital gains 

4. Discontinuance of tax exemption on inter-company dividends 
Our Association is seriously concerned with the disruptive effect on the securities of resource 
and capital intensive companies that could result from implementation of these changes. 


Under the White Paper proposals there would be two classes of corporations, that is, widely- 
held and closely-held. Simply stated, widely-held corporations would be those Canadian public 
corporations whose securities are traded in qualified markets, and closely-held corporations 
would be all other Canadian corporations. The tax treatment of shareholders of widely-held 
corporations would differ from that accorded shareholders of closely-held corporations 

as follows: 


Individual Shareholder In 
Widely-Held Closely-Held 


Corporation Corporation 
Gross-tipxfor COrporate stars. ccrcassi «ssays tesryh mcs yoiy etape bam shh sua <eage psi 50% 100% 
Amount of capital gains on sale of shares subject to tax ........ 50% 100% 
Amount of unrealized gains subject to tax on quinquennial basis . . 50% Nil 


Corporate shareholders would be subject to a special tax rate of 33/3 per cent on dividends 
from, and on realized or unrealized gains on shares of widely-held corporations. 


The White Paper has proposed these two classes of corporations in order to segregate them into 
groups that compete directly with each other. We submit that such a grouping is totally 
invalid for corporations engaged in the petroleum industry. Under the proposed rules, 
subsidiaries of some of the world’s largest companies operating in the Canadian petroleum 
industry would be classified as closely-held even though they are operating in direct competition 
with many smaller widely-held companies in this industry. (This is one illustration of the 
tendency of many of the White Paper proposals to over-simplify the existing economic facts in 
advancing certain of its proposals). The proposed tax treatment for dividends and capital gains 
is discussed under the following headings: 


1. Taxation of Capital Gains — Realized 
2. Taxation of Capital Gains — Unrealized 


3. Taxation of Dividends 


1. Taxation of Capital Gains — Realized 


As previously noted, the capital requirements of the Canadian oil and gas industry during the 
1970's have been estimated in the order of $25-$30 billion. A significant portion of this sum 
will take the form of new corporate financing and new exploration participations, particularly 
in the case of members of this Association whose oil and gas income has not yet reached levels 
sufficient to support current programs much less the higher level of exploration activity required 
in the future. Our industry has been unable to raise a majority of its equity and debt capital 
from Canadian sources in the past even with the existing depletion allowances, dividend and 
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depletion credits, which are more favourable than the White Paper proposals, and the absence of 


capital gains taxation. Any impairment of our ability to attract capital from Canadian and 
foreign sources would be detrimental to the economy. 


The proposal to tax one-half the capital gains derived from the sale of shares of widely-held 
Canadian public corporations at regular income rates would result in Canadian taxpayers paying 
substantially higher taxes on capital gains than would be the case for U.S. investors in Canadian 
securities during the transition period, due principally to the difference between the marginal 
tax rates of the two countries. This disadvantage would continue after the transition period as 
Canadian taxpayers, particularly those in the middle income group, would still pay substantially 
higher taxes on capital gains than their U.S. counterparts, with the exception of very wealthy 
Canadians. We invite attention to the schedules attached as Appendix A prepared by Price 
Waterhouse & Co., Calgary, which illustrates the comparative position of Canadian taxpayers 
at various levels of income and capital gains with U.S. taxpayers in similar circumstances. 

The first example compares a Canadian taxpayer with a U.S. taxpayer both enjoying a salary of 
$10,000 and capital gains of $5,000 in the shares of widely-held public corporations. Under the 
proposals of the White Paper, the Canadian would pay capital gains tax at a 17.6 per cent rate, 
while the U.S. taxpayer, having held the securities longer than six months, would pay a capital 
gains tax at a 10.4 per cent rate in 1970 reducing to 8.1 per cent by 1974. Thus, with full 
implementation of the White Paper, such a Canadian taxpayer would be paying capital. gains 
tax at more than twice the rate of his U.S. counterpart. 


The disparity in the tax treatment between the two countries in respect to capital gains derived 
from the sale of shares of closely-held companies, or from direct investments, is even more 
pronounced. The White Paper proposes that capital gains on foreign direct investments and 
foreign investment in the shares of closely-held companies be taxed at Canadian ordinary income 
rates. This would create a strong disincentive for U.S. investment in Canada if tax treaties are 
revised. If tax treaties cannot be revised in this respect, Canadian investors could find them- 
selves at an even greater disadvantage in respect to U.S. investors who hold shares of 
closely-held Canadian companies. 


The principal attraction of Canadian independent oil and gas company equities is the prospect of 
capital gains. The imposition of a capital gains tax in Canada at rates substantially higher than 
those effective for most U.S. citizens will place Canadians at a disadvantage in making investments 
in Canadian oil and gas equities. There are a number of cogent arguments which may be 
advanced for preferential rates of tax on capital gains, rather than those rates proposed in the 
White Paper, among them the encouragement of investment vis-a-vis consumption, the 
furtherance of domestic ownership of industry, and the growth of the economy, but perhaps the 
most important to the Canadian situation is the recognition of the risk factors involved in equity 
investments in Canada. The risk factors to be considered in making equity investments ina 
natural resource country such as Canada, many of whose frontiers are only now opening up for 
economic development, are of a different order of magnitude than the risk factors which 
investors must consider when they invest in the equities of companies in the more mature 
economies. Therefore, a lower rate of tax on capital gains should pertain in Canada than in 
more mature economies. 


We are further concerned that the proposals of the White Paper involve a five-year transition 
period in respect to marginal tax rates. During the first year of the transition period, the 
maximum capital gains tax rate in Canada will vary from 42 per cent to 84 per cent compared . 
with a maximum rate in the United States slightly higher than 29/2 per cent. The higher rates of 
capital gains taxation at the beginning of the transition period will act as a deterrent to new 
investment and could result in some lock-in problems with reduced liquidity in Canadian 
security markets. 

than gains on the sale of shares of widely-held 


The proposal to tax all forms of capital gains other | 
has serious consequences for our industry, 


Canadian public corporations at regular income rates 
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for the growth of small businesses in Canada, and the Canadian economy in general. There are 
a number of privately-held companies in oil and gas exploration and in service activities 
supporting the oil and gas industry. These companies, in contrast to the highly theoretical 
assumptions of the White Paper, compete primarily with publicly-held companies and not to any 
extent with individual proprietorships. Many of these companies have growing requirements 
for new financing but may not be sufficiently seasoned to offer their securities to the public 
marketplace. Quite frequently, a private placement with a single institutional or large private 
investor is the preferred method of obtaining funds. From the investor’s viewpoint the rewards 
of such a relatively high risk investment lie in the prospect of potential capital gains. The White 
Paper’s assumption that the investor in private companies need not be concerned whether the 
investment rewards come in the form of dividends carrying full tax credit for corporate taxes paid 
or in the form of capital gains does not relate to the investment realities of our industry. 

The reason should be obvious, namely, that in growth-type companies investment values are 
determined more on potential than on book values, earnings, and dividends. The investment 
philosophy pertaining to fixed-income bearing obligations cannot be applied to risk-type growth 
equities without prejudice to the latter type of investment and to the growth of the economy. 


The Association, therefore, is seriously concerned about the future ability of its members to 
attract capital under the White Paper proposal for the taxation of capital gains. It believes, for 

an economy which has never had a capital gain tax, that the proposed tax on capital gains 
should be phased into the tax structure gradually rather than beginning with extremely high rates 
and gradually reducing them, and that capital gain tax rates should certainly be less than 

rates in the more mature U.S. economy. 


THEREFORE, WE RECOMMEND THE FOLLOWING AS AN ALTERNATIVE TO THE 
WHITE PAPER PROPOSALS: 


7. ALL TYPES OF REALIZED CAPITAL GAINS SHOULD BE SUBJECT TO THE SAME RATES 
OF TAX. 


2. IMPLEMENTATION OF A TAX ON REALIZED CAPITAL GAINS NET OF CAPITAL LOSSES 
SHOULD BEGIN AT A MAXIMUM RATE OF 5 PER CENT AND INCREASED OVER A FIVE 
YEAR PERIOD TO PRODUCE RATES SOMEWHAT LOWER THAN THOSE IN EFFECT IN 
THE UNITED STATES, NOT TO EXCEED A MAXIMUM OF 25 PER CENT. 


3. GAINS OR LOSSES REALIZED AFTER IMPLEMENTATION SHOULD BE COMPUTED ON 
GREATER OF COST OR MARKET VALUE ON VALUATION DAY. 


4. IF OUR PROPOSAL IS ADOPTED, ALL REALIZED CAPITAL LOSSES SHOULD ONLY 
BE DEDUCTED FROM REALIZED CAPITAL GAINS WITH A FIVE YEAR CARRY 
FORWARD PROVISION. 


2. Taxation of Capital Gains — Unrealized 


The Association does not agree with the proposal to tax unrealized gains on shares of widely- 
held corporations. The proposed tax would be levied every five years on unrealized gains on 
investments held by Canadians and by non-residents holding at least 25 per cent of the shares 
of a widely-held corporation. This periodic taxation of unrealized gains would make equities 
in the resource industries, which are subject to extremely wide market fluctuations, far less 
attractive to Canadian investors. The partial sale for tax purposes of Canadian control blocks 
could completely change such control. The substantial capital required, combined with the 
disadvantage of Canadian ownership, could place control in foreign hands. 


We believe the proposal, if adopted, would be regarded by all world financial communities as 
a tax on capital and would raise serious doubts whether Canada would be a desirable place 
for investment. Further, we regard the proposal as being beset with so many practical difficulties, 
among them tax selling pressures, marketing problems, regulatory problems, particularly with 
interlisted securities, and insider trading problems, that it is virtually unworkable. 
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Most tax jurisdictions have recognized the value of long term investment and encourage such 
investment. The White Paper proposal would be a discriminatory tax on Canadians and would 
discourage, rather than encourage, long term investment by Canadians. It conflicts with the 
objective of most Canadians, that is, to strengthen, not weaken, Canadian ownership of business 
activity in Canada. It would discourage closely-held corporations from offering public 
participation. Moreover, it would penalize those that have already done so. Many foreign- 
owned operations in Canada responded to inducements offered to them in the form of reduced 
withholding taxes and invited Canadian participation. The proposed tax would penalize them 
for conforming to past government policy. Those that did not take the desired steps for Canadian 
participation in their Canadian operations would be exempt from the proposed tax on unrealized 
gains and would undoubtedly continue to operate in Canada either as a branch operation 

or a closely-held corporation. 


THE ASSOCIATION SUBMITS THAT SUCH A TAX WOULD BE A RETROGRADE STEP 
FOR CANADA AND, THEREFORE, RECOMMENDS THAT THE PROPOSED TAX ON 
UNREALIZED GAINS SHOULD BE REJECTED IN ITS ENTIRETY. 


3. Taxation of Dividends 


The creditable tax proposal would permit Canadian shareholders to obtain credit for income taxes 
paid by the corporation on its profits. As stated previously, corporate income taxes would be 
credited to the shareholder at 50 per cent of the tax paid in the case of a widely-held 
corporation, and at 100 per cent in the case of a closely-held corporation, assuming all earnings 
are distributed in cash or stock dividends. 


The creditable tax proposal is put forward as a strong inducement for Canadians to invest. 

We believe that this inducement would create a serious investor bias against investments in 
faster growing, lower tax and dividend paying resource and other capital intensive industries in 
favour of slower growing, higher tax paying, higher dividend paying industrial corporations. 
To encourage the growth of these resource and capital intensive industries, tax incentives are 
granted in the form of accelerated capital cost allowances, immediate deduction of exploration 
and development expenditures, depletion allowances and claims for scientific research. 
Under the creditable tax proposal any postponement of corporate tax resulting from the 
utilization of such incentives would have an adverse effect on the shareholder’s net (after tax) 
dividend from his investment. Such a result negates to some extent the objectives of the 
incentives, namely, rapid growth of the resource and capital intensive industries, to realize 
their potential as major contributors to the future development of the Canadian economy. _ 
The table on page 20 illustrates the bias against resource stocks as a result of the integration of 
corporate and shareholder tax. 


The petroleum industry is seriously concerned that the investor bias, resulting from the proposed 
integration of corporate and shareholder tax, would decrease the industry's ability to raise 
capital in Canada. 


Many companies in the petroleum industry conduct their operations through a group of 
companies. The proposed creditable tax system would impose a net tax up to 33% per cent 
on inter-company dividends in those cases where the paying corporation had utilized incentives 
provided under the proposed tax rules to postpone its income taxes. In a growing high-risk 
industry, such as the petroleum industry, there is a constant change in Canadian or foreign 
companies and groupings occasioned by need for capital, strengthening management and dyna 
competition. Subsidiaries become quite commonplace, created for joint ventures, created to 
distribute heavy risks, or acquired by merger or acquisition. Jurisdictional problems between 
provinces, worldwide operations, or share structures, can make consolidation into one entity 
often impractical or undesirable. The additional tax burden the White Paper proposes for is 
company dividends not accompanied by full creditable tax would have a serious effect on the 
operations of such companies and could tend to force them to reorganize their operations 
and to operate in a less efficient or less desirable manner solely for tax reasons. 


mic 
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The proposed option to treat corporations as partnerships is too restrictive for many corporate 
groups to use. The partnership option as proposed would relate solely to shareholders of 
closely-held corporations. 


WE RECOMMEND THAT CONSOLIDATED TAX RETURNS BE PERMITTED FOR RELATED 
CORPORATIONS. 


A COMPARISON OF THE EFFECT OF CREDITABLE TAX ON 
SHAREHOLDER IN TWO TYPES OF WIDELY-HELD CANADIAN COMPANIES 


(excluding capital gains) 


Industrial Oil & Gas Company 
Company (Without Taxable 
(fully taxed) Income) 
Present Proposed Present Proposed 
Paysicashl orestOckvdiVidenaiottrites fs wnt setan cite tree ne e eaee oe ane leks $1.00 $1.00 $1.00 $1.00 
Tax treatment of shareholder with marginal tax rate of 30% 
Dividend) Peceivedict ;.:eeice Morac. a cteserecsious otiveieee. aes savers oh egs eae) Actays eae $1.00 $1.00 $1.00 $1.00 
kesseedepletionyallowancereee ann ct csi eae aetee scum oitre tenes were s - - .20 - 
Rlussgtaxableicteditt nhc... pete erdete See ota ened Arottns Sas ate Ne eeiree - 50 - - 
Dividend: subject tomtax we satec ttt d cece ccs eine a oaeirs aiaks tacks $1.00 $1.50 $ .80 $1.00 
TaXsati3O 06 wiser Sas We ob aan wetbrans oli aoe cit oh ae ses ad eee oe $ .30 $ .45 $ .24 $ .30 
HESS cmcliVi Ce mClmtaxas ChOG itu separeny-sreree teeyaee ake 1s croieieens cues creases .20 - 16 - 
Cleditalol em taxnrcrscn rs.ctoarecorieeceic terrae cue aerator sre aise - 50 - - 
Netitaxs ava olen (Te nid) mryccte em aucese rie creas ears ever ss csvora ti aca: $ 10; | ($ {05) $ .08 $ .30 
Netacividends aftentaidrs :, tat sbpe eee ork aes RL PERE MIE $ .90 $1.05 $ .92 $ .70 
Ton tetaxg PalaEOM teTOSSuCIVIG GING uneweer mina wn Mire sept sree ene eo ee 10% 5 %* 8% 30% 
% change in net dividend as a result of creditable tax ............ +16.6% —23.9% 
*tax refund 
Tax treatment of shareholder with marginal tax rate of 50% 
BIVIGENGE RECEIVE a rrateteprcuct Cpe cove ceetetare he earn Grecia ase ene ae Serer $1.00 $1.00 $1.00 $1.00 
Lesssdepletion*allowancel Qu tcrerins cach once See ee oe ~ - .20 - 
Plustitaxablescredlita ss seysecuerctsaattac ee a ds Shae a Le - 50 - - 
Dividendssubjectutontaxa a toric uers gerard 1 wart eaters dew (ore ae $1.00 $1.50 $ .80 $1.00 
TAX ateSOYo mercer atecs eceaie tes, whens Tar: lg Me oe Saree te tates $ .50 $75 40 $ .50 
less sedividend ataxe Cred Gapermettens ca nck ios. Stdomomnie stoma ia aaeioe .20 - 16 - 
Greditabletitax Retiistis al. eniahts 00) PPR IO, ERD EAE - 50 ~ - 
Netstax’ payableteerrey.': sttertt. aale oe eat ete ees cc 'cin eae ee aed ons $ .30 G25 $ .24 $ .50 
Net idividendizattent taxgaty.ee anransseettieire Seicciae eee ces Oe $ .70 Se $ .76 $ .50 
Yo ‘Ot tax Pala OM ptOSsSHeNVIGeHI («4405 dees say cre ne eri eee: hevaak, 30% 25% 24% 50% 
% change in net dividend as a result of creditable tax ............ +7.1% —34.2% 


The suggestions in the White Paper, combined with the 21/2 year time limit on creditable tax 
eligibility whereby Canadian companies paying taxes should pay out substantially all their 
earnings, either in the form of cash or stock dividends so that shareholders realize maximum 
benefits, warrants serious concern for the future. 


Canadian companies will certainly not wish to pay out 100 per cent of their earnings in cash, 
particularly in view of the existing and probable future capital shortage. Therefore, the payment 
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of stock dividends is the practical alternative which requires analysis. We feel it is highly 
undesirable for Canadian companies to be forced, for tax purposes, to pay periodic stock 
dividends. Presently, recipients of stock dividends often sell the shares which they receive. 


This undesirable effect would be more pronounced under the proposal as many shareholders 
would sell to realize cash to pay taxes. This, of course, would have a depressing effect on security 
markets and would make corporate financing more difficult. Security analysts and the corporations 
themselves would periodically be required to “pro forma’ past corporate earnings on the basis 
of present capitalizations in order to arrive at meaningful per share earnings comparisons, which 
is one of the reasons why the concept of paying periodic small stock dividends has never been 
widely accepted by the investment community. Furthermore, many investors prefer the leverage 
of small capitalizations, particularly in natural resource companies, where the principal invest- 
ment appeal lies in capital gains in the event of significant discoveries. The prospect of 
unwieldy capitalizations, difficulties between classes of shareholders, shareholders of different 
countries, plus many other problems inherent in the proposal, occasioned by the compulsory 
payment of earnings as stock dividends, is not likely to appeal to our investors or investors 

in other securities. 


THE ASSOCIATION RECOMMENDS THAT THE CREDITABLE TAX PROPOSAL BE REJECTED, 
AND IF ANY CHANGE IS MADE THAT THE PRESENT DIVIDEND TAX CREDIT BE 
INCREASED TO ENCOURAGE INVESTMENT IN RESOURCE STOCKS; THE PRESENT TAX 
EXEMPTION OF INTER-COMPANY DIVIDENDS BE CONTINUED AND THAT SHAREHOLDERS 
OF RESOURCE COMPANIES CONTINUE TO RECEIVE DEPLETION ALLOWANCES. 


D. PROPOSED TAX RULES FOR INDIVIDUALS 


The petroleum industry's reliance on highly trained personnel requires this Association to com- 
ment on certain of the White Paper proposals that impose additional tax burdens on individuals. 


1. Marginal Tax Rates 


Marginal tax rates would reach approximately 33%3 per cent at the level of $5,000 of taxable 
income and would escalate to 51.2 per cent when taxable income reaches $24,000. These are 
such high rates of tax, especially so when combined with the proposed high rates of tax on 
capital gains, that employment opportunities in the industry outside of Canada, in particular for 
new graduates, will become more attractive to Canadian personnel. Further, there will be an 
adverse effect on immigration to Canada and on personal initiative of Canadians. 


THE ASSOCIATION HAS RECOMMENDED TAX RATES ON CAPITAL GAINS WHICH 
WOULD SERVE TO ALLEVIATE THE HIGH PERSONAL INCOME TAX RATES TO SOME 
EXTENT. 


2. Deemed Realizations 


The implications of such a restriction on individual liberty are repugnant to the Canadian 
conscience. Aside from the aspect of personal liberties, Canadians taking temporary overseas 
assignments would be subject to this proposed rule. They would have to pay tax on the accrued 
gains on their assets even though they would be returning to Canada in a relatively short time. 
The experience to be gained from an overseas assignment would have to be weighed eal 
a punitive tax situation. Similarly, temporary residents working in Canada would be compellec 
to value all their assets on their arrival in Canada and on departure to pay tax on gains that 
accrued on those assets during their stay in Canada. The deemed realization proposal as it 
relates to personnel transfers would place a real barrier in the way of temporary assignments 
in and out of Canada. It would cause serious difficulties in advancing employees through 
overseas assignments with the result that both the industry and Canada would suffer. 


THE ASSOCIATION RECOMMENDS THAT THIS PROPOSAL BE REJECTED. 
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3. Pensions 


Employees in this industry, as in other industries, participate in private pension plans in various 
forms. The proposal is that pensions paid to persons living outside Canada would be subject to 
a withholding tax which might be as high as 25 per cent but with provisions for lower or 
higher rates if circumstances of the recipient warrant. Presumably the decision as to the 
recipient’s circumstances will be made by the Minister. 


THE SUGGESTION THAT WITHHOLDINGS DEPENDING ON THE CIRCUMSTANCES OF 
THE INDIVIDUAL RECIPIENT BE MADE PRESUMABLY AT THE DISCRETION OF THE 
MINISTER WITHOUT LIMITATION SHOULD BE REJECTED OUT OF HAND. 


4. Stock Options 


The White Paper does not specifically discuss stock options. However, it is our understanding 
that any benefits realized on stock options exercised after implementation would be treated for 
tax purposes under the rules proposed for capital gains in the case of widely-held corporations 
but as ordinary income in the case of closely-held corporations. Options have proven to be 
extremely effective in North America for first attracting to industry and then motivating creative 
and individualistic personnel at the professional and technical level. In order for Canada to 
maintain and increase its position in the international community, it will require an increasing 
pool of such highly capable and motivated people. 


CONSEQUENTLY, THE ASSOCIATION RECOMMENDS THAT ALL BENEFITS FROM 
OPTIONS ON SHARES OF WIDELY-HELD OR CLOSELY-HELD CORPORATIONS BE SUBJECT 
TO OUR PROPOSED CAPITAL GAINS TREATMENT. IN NO EVENT SHOULD EXISTING 
OPTIONS RECEIVE LESS FAVOURABLE TREATMENT THAN WOULD BE ACCORDED 
UNDER CURRENT TAX RULES. 
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INTRODUCTION 


Denison Mines Limited, is a relatively young company which has 
nonetheless played a significant role in the development of Elliot 
Lake, a previously undeveloped part of Canada, and of the largest 
uranium mine in the world. This mine has served as the wellspring 
for diversification of the Company into oil production in Alberta and 
cement production and building materials in Ontario. Mineral ex- 
ploration activities are currently being carried on in six of Canada’s 
provinces, one of its territories and five foreign countries. Sales of 
uranium and cement are conducted on an international basis. In 
addition, the Company has major investment positions in a wide 
variety of fields, both in Canada and abroad. 


For us, Canada has been a land of opportunity—where initiative 
and risk have been rewarded—where success for the Canadian econ- 
omy has been shared with those who helped make the success—and 
where one success can be used to build another—for both the builder 
and the people of Canada. 


We think this linking of performance with reward is still impor- 
tant—perhaps more important than ever in a world where many 
young and not so young people question the very worth of per- 
formance. We think entrusting scarce resources to those who have 
proven an ability to make good use of them also remains important. 
And we think that building up for the future, for ourselves and for 
coming generations, is still a powerful human motivation that should 
not be carelessly discouraged or frustrated. 


Our approach to the White Paper is primarily based on this 
experience and this philosophy. For this reason, our brief will present 
this philosophy and suggestions based upon it. This philosophy 
has been at the heart of the Canadian economy and a central reason 
why it has done well for Canadians. We think Canadians know this 
and that they will reject tax reform that fails to take it into account. 


This brief concentrates on the development of an appropriate tax 
philosophy for Canada in the seventies, rather than on the details of 
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particular proposals of the White Paper. This philosophy differs in a 
number of important respects from the apparent approach of the 
White Paper. Philosophy is in our opinion the key question raised by 
the Proposals for Tax Reform. Support for or opposition to particular 
changes is not as important as the reasons for such support or opposi- 
tion. We have made a determined effort to articulate and develop 
carefully our reasons for support or opposition. 


Our approach attempts to reflect a long view. Our concern is for 
the ecology of our kind of economic environment. Our test is whether 
changes will strengthen or weaken the essential health of our econo- 
mic environment which is the foundation of all equity, just as our 
natural environment is the foundation of all life. 


We commend the most serious study of the implications for our 
economic environment of any tax measures which would favour con- 
sumption over savings and which would shift the balance even more 
away from individuals and private groups toward the state. These 
are the two central issues raised by any tax reform in Canada for the 
seventies. 
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1 Economic Environment and Tax Reform 
Perspectives 


1.1. Canada inherited a matchless natural environment. Unwittingly, 
and, regrettably, also wittingly, we have begun to threaten it seri- 
ously. We have slowly learned about the ecology of our natural 
environment—for example, of how products which have passed every 
other test still fail the ecology test—because cumulatively through 
time they damage the very environment itself. We now know that 
we can irreversibly pollute a Great Lake—or even the Arctic. But 
this has been largely hindsight. Unfortunately, foresight cannot be 
proven in advance. 


1.2 We are already seeing how a little bit of inflation that no one 
worried much about can pollute the economic environment. All the 
weapons in the modern economic arsenal are not finding inflation 
easy to fight at acceptable cost. This fight against inflation has be- 
come a very messy business which is dangerous to our society and 
economy. A thoughtful and careful approach is essential when the 
main cost of economic mismanagement is paid by the poor and 
unemployed. 


1.3. The natural response to the difficulties of running more and 
more of the economy from Ottawa would be to turn more resources 
back to the people. Now is the time to let those close to the action 
make more of the decisions, take more of the risks and accept more 
of the consequences—when those far from the action aren’t doing 
too well. Regrettably it is not generally in the nature of bureaucracies 
to reduce their claims on resources. Their view seems to be that if 
only they had more rather than less, they could do the job. Yet the 
broad negative reaction towards increased taxes which we have been 
witnessing should be a warning signal to those who still drink deeply 
of the conventional wisdom that government expenditures must 
forever lay claim to increasing portions of the national income. 


1.4 We recognize that there is a need for public expenditure on many 


‘programs including new programs. But needed expenditures should be 
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financed primarily by pay-as-you-go taxation of income and con- 
sumption, if the real benefits of a dynamic economy are to be realized. 
We are now re-learning the old lesson that he who would build a 
house must first sit down and count the cost, to see whether he can af- 
ford it. Having failed to do this in the sixties, we are now paying the 
price in inflation, unemployment, record high taxes and reduced eco- 
nomic growth. Everyone knows how unfairly this price is distributed 
among Canadians. 


1.5 Canadians are far from convinced they are getting full value 
for their tax dollar. Much of the present government revenue require- 
ments and related inflationary pressures are due to new government 
expenditure programs, for which no sound forward estimates were 
given. No matter what tax system is adopted, until government 
expenditures are based on sound planning and full disclosure, no one 
should be expected to feel his taxes are fair. 


1.6 Thus radical tax reform before expenditure reform is to put 
the cart before the horse. This approach lacks the simple qualities 
of credibility and good sense. Who else would knowingly dare such 
an approach except those who have become accustomed to thinking 
of themselves as the sole custodians of what is good for Canada. 


1.7. Noone man or group of men. can make an exclusive claim to ad- 
vancing the well-being of Canada. The responsibility rests on all and 
the only test is results. Canada has been built on the foundations of 
individual effort and initiative. Acceptance of the view that govern- 
ments are inherently better spenders or investors of the earnings or 
savings of the private sector can only be destructive of these founda- 
tions. Blank cheques must not be given in advance. Each of the 
claims of government for more money must be proven one by one. 
No other approach will be acceptable to Canadians whose individual 
ambitions are increasingly thwarted by high prices, high interest 
rates and heavier taxation. 


1.8 What Canada needs is the prescription of some reality therapy 
for its affairs—a recognition of the hard but simple truth that a good 
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life on this planet has always needed and still needs a good effort, and 
that the full effort needed won’t be forthcoming if the fruits of that 
effort are unfairly dealt with. 


1.9 A tax system does not exist in isolation as a thing in itself. It is 
of central importance to the condition of the economic environment. 
In a word, we must not only guard the natural environment for our- 
selves and future generations, we must guard the economic environ- 
ment as well. Not everything is right in Canada—but we would do 
well to ask ourselves whether we would prefer any other significantly 
different economic environment to the one we have. For on the whole 
it has served Canadians extremely well by world standards. There is 
every expectation it can do even better in the seventies, if we grasp 
the opportunities. 


1.10 Tax changes as such are one thing. But tax changes which 
would radically alter the economic environment are something 
else again. The first charge on Canadian economic policy is to pre- 
serve and strengthen the economic environment—so this must also 
be the first test of tax reform. The onus is on those who propose 
radical change to establish that it will preserve and strengthen the 
economic environment. 


1.11 It is easy to be glib about likely effects in a single year—and 
suggest minor adjustments may be easily made by the flip of an eco- 
nomic dial. But the balance of the economy, like the balance of 
nature, cannot safely be ignored. Imbalances can be very difficult 
to set right, as we are witnessing in the present fight against inflation. 


1.12 Canadians can now see that inflation control and economic 
growth through improved productivity are the essential foundations 
of any economy that hopes to be fair. It doesn’t really matter how 
beautiful Nero’s music may be, if Rome still burns. The same goes 
for tax changes bought in the name of equity at the expense of the 
economic foundations of all equity. What poor or inflation-ridden 
society can we point to that is also fair? It is not an acceptable road 
to greater tax equity to accept a reduced performance from the 
“economy. There could be no more cruel deception than this whether 
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by error or design—and as is always the case, it will be the hopes of 
the expectant disadvantaged that will be most dashed. We do not 
say that economic efficiency and equity are one—only that you get 
the most of each when they are effectively linked together. Unfair 
societies are not as efficient as they can be and inefficient societies are 
not as fair as they can be. The inefficiencies of inflation and un- 
balanced economic growth have produced far more unfairness in a 
year than the worst defects of the present tax system have in a decade. 


1.13 Achievement—in small things and in great things—is a positive 
human trait. The most human society is the one that most en- 
courages achievement of every kind by individuals—a society that 
provides the framework for independence rather than dependence. 
In today’s world, we must work together as well as alone. But it is 
independent men, not dependent men, who work best together. 
Individual achievement is not an anachronism, as some may think, 
but the very oxygen of a free society. 


1.14 Achievement has two conditions—a worthy challenge and the 
incentive to meet the challenge through initiative and effort. Canada 
is full of challenge. Let us also be certain it is full of incentive, so that 
there will always be the initiative to meet the challenge. For only an 
incentive society can be a great society. 


1.15 The size and complexity of our society is often used as an 
excuse for more and more central control. But this is defeatism. 
Canada still has a chance to learn from others and avoid the de- 
humanizing effects of living in a society where individual effort is felt 
to count for less and less. Centralized bureaucracies are surely not 
the path of the future—or the approach Canada would like to take. 
Decentralization—leaving resources in the hands of the people who 
earned them and of governments closer to the people than the central 
government—must be the key to any tax reform that aims to 
strengthen rather than weaken the individual, especially the indi- 
vidual who will respond to the incentive of opportunity. 


1.16 These then are the perspectives for tax reform, if it is to serve 
Canada in the coming decade. 
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2 Appraisal of the White Paper Approach 


2.1 How well does the White Paper reflect the imperative of pre- 
serving and strengthening the economic environment which is the 
only basis for improving both fairness and the quality of life? Not 
very well at all. Unfortunately, three of the major requirements— 
savings, inflation control and the growth of international trade and 
investment—and their relationship to economic growth and social 
needs—receive minimal consideration. 


2.2 We have discerned six main elements in the White Paper ap- 
proach to tax reform: 


— the social objectives; 
— the equity aspects; 


— the structural aspects arising out of the decision that the social 
and equity objectives could only be met by a radically different 
tax structure; 


— the virtual absence of any assessment of the proposals in the 
light of major national objectives for the seventies—the stress on 
only the income tax part of the total tax system; 


— the sheer size and scope of the proposals in relation to the diges- 
tive capabilities of the legislators, the tax administration, the 
taxpayers and their advisers; and 


— the clear thrust of the White Paper to increase taxes on a basis 
which ensures that a steadily increasing share of the national 
income will go to the federal government. 


Social Objectives 


2.3. A major social objective of the White Paper is to relieve the 
level of taxation on lower income Canadians through higher exemp- 
tions. This can be achieved within the framework of the present 
system. Indeed, having regard to inflation, some revision is at least 
‘ten years or more overdue. 
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2.4 Similarly, recognition that employees and working mothers 
incur expenses to earn income is long overdue. The employee deduc- 
tion proposals will provoke no dispute among Canadians, unless to 
assert that the proposed provisions are not as fair as they might be 
relative to the tax treatment of expenses of other taxpayers. 


2.5 Generally, the proposed inclusion of current income items not 
presently included in taxable income is fairer and thus productive of 
social benefit. However, a serious departure from the usual principle 
of including in income amounts flowing from previously deductible 
expenses is noted in the case of strike pay which comes out of tax 
deductible union dues. 


2.6 There is also the question of tax avoidance. Here, the only 
question is as to means, not ends, once a scheme of tax avoidance that 
is improper has been identified. A problem may arise as to what is 
indeed improper avoidance. For example, under the White Paper 
closely-held share gains are to be taxed in full while only half of 
widely-held share gains are to be taxed. The White Paper appears to 
contemplate only half-tax treatment for closely-held shares sold in 
the process of becoming widely-held shares. Thus, today, it may not 
seem tax avoidance to ‘‘go public’’ and so cut the capital gains in 
half. But perhaps tomorrow it will, especially if special ‘‘go public’ 
vehicles are created for this very purpose, so that the full tax is seldom 
if ever collected on closely-held shares. We may find stamp collec- 
tions and paintings going public to get the lower rate. And why not? 
If a business or land can do so, why not stamp collections, when all are 
being treated alike at the 50% rate? And yet, will those who cannot 
go public feel that they are being fairly treated? Is this what we 
want from a tax system? 


2.7 Many of the features of the present tax law complained of in the 
White Paper are in this category. At one time, they were regarded as 
proper—now they are regarded as being improper. What makes a tax 
legally avoided also improperly avoided? How can one tell in advance, 
especially if the government has not been able to do so or has not 
seen fit to do so? And if one can, why not say so in the law? 
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2.8 In too many cases, the sound “let the punishment fit the 
crime’’ approach is abandoned for the approach that if anyone h 
ever committed or might ever be able to commit ‘‘a crime,’”’ everyone 
must be punished. This is not a sound approach. The proposed 
global approach to ‘“‘loopholes”’ is neither fair nor socially construc- 
tive. All Canadians will support elimination of “genuine” loopholes. 
But serious questions need to be raised about the White Paper 
approach. Are all the alleged loopholes really loopholes? And 
even if they are, must they be dealt with by major structural changes 
with serious and uncertain side effects? 


as 


2.9 The final social objective is to subject capital gains to tax. 
However, the case is far from clear for a country with the fantastic 
potential for development which Canada has. More important 
is the possibly unintended effect and thrust of the White Paper not 
simply to tax capital gains, but to do so in a way that, along with 
other changes, will seriously downgrade and impair the role of private 
capital in Canadian hands. If capital gains are to be taxed, it is 
essential that the tax be structured so that the adverse effects on 
savings and risk taking are minimized, and so that there is a minimum 
impact on the efficiency of capital markets. We expand upon our 
views in this regard in Chapter 3. 


2.10 Twoseparate but closely linked social objectives do not appear 
to be among the objectives of the White Paper. The first is the 
importance of strengthening the individual element in our society 
through incentives to achievement. The second is the importance of 
strengthening the pluralism of our society by seeking to broaden the 
direct participation of more Canadians in their own economy through 
savings and investment. It is essential that they be included among 
the social objectives of the ultimate tax reform. 


Equity Aspects 

2.11 There is little doubt that widening the tax base by including 
many previously excluded items of income and broadening deducti- 
bility of legitimate employment expenses improves the equity of the 
tax system. While this is important, this is regrettably the only 
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significant equity contribution of the proposals. Of course, the reduc- 
tion of unrealistic and punitive top rates is equitable, but the balance 
of the rate structure changes do not improve equity for middle 
income taxpayers, but rather worsen it. 


2.12 While a top 50% rate is sound in principle, we do not count on 
it being held by both federal and provincial governments. We are 
thus wary of the inflexibility of a system which depends on a roughly 
equal top corporate and personal rate. For example, a top corporate 
rate of 54% and a top personal rate of 56% will mean an effective 60% 
rate on distributed or integrated business earnings of closely-held 
corporations. This increase of 20% over the 50% proposed rate is not 
insignificant—and, constitutes a real threat to the viability and reality 
of the integration proposal—especially as each of these rates is only 
slightly higher than the 50% and is quite in line with some existing 
rates when the provinces are taken into account. 


2.13 The equity defects of the White Paper proposals are several— 
and major: 


—unreal inflationary gains will be taxed without alleviation, 
while real losses will not be fully recognized where inflation 
is significant; 


—the proposed exemptions and rate levels will become increas- 
ingly inappropriate in real terms through the effects of in- 
flation. 


—the different integration and capital gains rate proposals 
for closely-held, widely-held and foreign corporations will 
create a host of inequities between people in essentially the 
same position, depending on their status and their ability to 
shift from a less favourable to a more favourable status. 
These inequities will be dramatic in many cases—and could 
be an incitement to tax manipulation; 


— the negative effects of the White Paper proposals on economic 
growth and inflation control will hurt every taxpayer but 
especially the lower income taxpayers; 
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~the taxing of small corporations on the same basis as the 
largest corporations merely strengthens the advantage that 
the large always have over the small; 


—the man who creates and saves may be subject to a combined 
75% estate and capital gains tax, while the man who spends 
may be subject only to a 25% capital gains tax: 

— the roll-over of capital gains taxation on death will, in prac- 
tice, discriminate severely between those who leave assets 
that must be sold, thus attracting capital gains taxation, and 
those who can avoid such a sale: 


— proposals which frankly set out to discriminate against non- 
residents may appeal to self-interested nationalism, but can 
hardly represent an improvement in equity. It is the essence 
of equity that it be capable of application to all. Where it 
cannot be so applied, whatever else it may be, it is not 
equity; and 

—the proposal to deny legitimate business expenses presently 
deductible for the purpose of determining taxable income. It 
is not fair to tax income while denying deduction of the costs 
of earning it. 


Structural proposals 


2.14 None of the three requirements of good structure are present 
in the structural proposals of the White Paper: 

—durability 

—understandability 

— flexibility 
The integration of personal and corporate taxes, the distinctions 
between three forms of corporation, and the differential capital gains 
treatment of different shares and real assets would create such com- 
plexity, inflexibility, inequity of treatment and tax motivated deci- 
sion making that the new system would be inherently unstable. 


2.15 The tax stakes of different status will be so high that the 
system will come under severe strain almost immediately. The choices 
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will involve 50% tax reductions on dividends or capital gains, 50% 
‘ncreases in loss deductions, and from generation to generation avoid- 
ance of capital gains taxation, depending on how deals are structured. 
Past experience makes it quite clear that the results of this will not 
long be tolerated, so that the instability will quickly lead to a lack 
of durability as well. 


2.16 The case for radical reform of the tax structure is far from 
proven in the White Paper. The alleged need for radical reform is 
largely a facile assertion that has gained some currency through fre- 
quent unthinking repetition, more by way of ritual chant than docu- 
mented evidence. The hard gains for people are not documented while 
the disadvantages are numerous and clear. The case for radical reform 
does not arise so much in the real world as in the minds of theoreticians 
who are seeking the conceptually pure tax system as a thing in itself— 
a modern day version of art for art’s sake. This may be suited to the 
groves of Academe—but not to the reality of Canada in the world of 
the seventies. 


2.17. A stated aim of the revised tax structure is to reduce tax 
motivated decisions by putting capital gains and income on a com- 
parable tax basis and achieving a common personal and corporate tax 
rate so that corporate and personal tax can be integrated—thus 
eliminating the so-called surplus problem. The authors of the White 
Paper proposals had to recognize that this approach will not work for 
the large corporations that do most of the business in this country. 
Despite this sound conclusion, they would still not let go of the twin 
ideas of capital gains as income and integration of corporate and 
personal income tax. They failed to recognize the distortions and 
instability inherent in two sets of rules and effective tax rates applied 
to essentially the same assets and income and they have tried to cure 
an admittedly unworkable approach by applying it only half way. 
Instead, they should have faced the fact that if treating gains as 
income and the corporate tax as a tax on shareholders would not 
work for most business in Canada this logically required abandoning 
once and for all as unworkable both capital gains as income and inte- 
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gration for all assets and corporations. The resort to the closely-held 
widely-held distinction and to half-gains as income and half-inte- 
gration is simply an unsuccessful salvage operation. 


2.18 Three further structural deficiencies are clear but are not 
recognized in the White Paper: 


—if capital gains are to be taxed, they must be taxed on a 
separate basis which reflects their different character. It is 
one thing to say the growth of the tree is to be taxed—dquite 
another to say it is to be taxed as though that growth were 
the equivalent of edible fruit, or that taxing the tree will have 
no effect on the quantity of fruit; 

—if shareholders in Canadian companies are to be relieved of 
tax on dividends, this should be done directly rather than by 
saying the corporate tax is wholly or partly a tax on share- 
holders—which in a large number of cases it probably is not. 
It is unnecessary to weave vast unprovable theories to take 
such a simple step; and 

—if there is any possibility that governments, federal or provin- 
cial, may want higher than 50 per cent rates for either or both 
of personal or corporate taxes, as there certainly seems to be, 
it is folly to hang an entire new tax structure by the thin un- 
certain thread of top 50 per cent rates, however desirable those 
rates may seem. It is unreasonable to expect that federal and 
provincial governments, over the years to come, will collec- 
tively man the ramparts and defend the 50% rates to the end. 
This being so, a system which depends so heavily upon this 
single thread should never be introduced. 


2.19 People don’t like to be told the ‘“‘system’’ won't let them do 
what they want. It is thus unreasonable and impracticable to bind 
future generations by introducing a system with rigid requirements. 
Rather we should retain a flexible system where changes in corporate 
income tax can occur without requiring changes in the personal in- 
come tax, and vice versa, and where changes in the taxation of income 
can occur without requiring changes in the taxation of capital, and 
vice versa. 
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The integrated personal and corporate tax coupled with capital gains 
as income simply puts too many different things into the same basket 
for changes to be made easily or smoothly. Surely no one believes 
that we are getting an unique timeless tax system immune from the 
corruptions of time or the changing aspirations of men. 


2.20 We might be less concerned if there was some encouraging 
evidence from other countries that these approaches, despite their 
apparent disadvantages, might actually work in practice. Un- 
fortunately, the only evidence is negative. 


2.21 Finally, there is no public demand for these structural changes. 
There is no widespread insistence that capital gains be taxed more 
heavily in Canada than in the United States. The tax technicians 
in the private sector do not support the need for these different 
classifications of companies, with radically differing tax treatment. 
Rather, their rejection is unanimous. Nor do these technicians 
regard half-integration as remotely the technical equivalent of the 
full integration that has been rejected for most of the business income 
in Canada—or as having material advantages over the simpler, more 
flexible and time-tested dividend tax credit. The question that arises 
is—who does want this new tax technology? 


2.22 The answer is—whoever they are, there can’t be many of them. 
And whatever makes them want the new technology has no dis- 
cernible link with the social objectives of the reform unless, of 
course, the downgrading of the role of private capital in Canadian 
hands is regarded as an important social objective. In that case, we 
would predict rejection of such an approach by Canadians, once they 
understand that the true meaning of the new tax technology is not 
just technological but ideological—calling for the transfer of still 
more resources into the hands of the state, while leaving less in the 
hands of the public and/or private enterprise. 


2.23 The English poet William Blake was able to see the whole of 
the world in a grain of sand. The authors of the White Paper seem 
to have had a comparable vision. But no practical engineer has ever 
based any plans on Blake’s vision. It is equally unworkable to base 
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tax reform on a vision which sees capital as income and the corporate 
tax as a tax on shareholders, while remaining unable to see all corpo- 


rations as corporations, all people as people and all investments as 
investments. 


2.24 ‘Tax structure should be related to objectives. It is important 
to note that none of the social objectives of the White Paper require 
a radical new income tax structure, while the most important equity 
defects of the White Paper proposals flow from the proposed new 
structure. 


National Objectives Test 


2.25 Fair treatment in taxation is unquestionably an important 
national objective. So too is recognition of the actual impact of the 
tax system on lower income Canadians. There can be no objection 
that these objectives were given a high place in testing proposals for 
tax reform. 


2.26 It is important to note that these are people tests—which is as 
it should be. None of the changes proposed in respect of the basic 
structure, capital gains, international income or the mineral industries 
are suitably subjected to the national objectives or people test. 
Rather, they are approached from the far too narrow focus of federal 
income taxation as a thing in itself largely divorced from economic 
effects and other taxes. 


2.27. The tax system as a whole—and not just the income tax part 
of it—is a major instrument for achieving national objectives. But 
like any instrument, it must be designed for particular purposes if it 
is to help achieve them. A basic defect of the White Paper approach 
is its excessive emphasis on the problems of tax technology and an 
insufficient recognition of national objectives in people terms. It can- 
not be repeated too often that the only source of real and lasting 
improvements in the well-being of people comes from high produc- 
tivity economic growth. 
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2.28 Thus in the White Paper the technology problems of the dual 
corporate rate took precedence over the people problems of small 
business and their importance for the renewal of the economy by a 
continuous stream of new entrants. 


2.29 Similarly, the difficulties of distinguishing capital gains from 
income in some marginal cases led to a decision to ignore the real 
differences between them and the acceptance of the adverse economic 
and social consequences of taxing capital gains as income. 


2.30 Further, the ambition fora radically new tax structure based on 
concepts not accepted anywhere else has led to proposals which would 
produce several potential adverse side effects. These would be 
seriously detrimental to savings, inflation control, international 
competitiveness, high productivity industry, new innovative business, 
regional balance and development, Canadian ownership and the 
Canadian stake in efficient and non-discriminatory national and 
international capital markets. 


2.31 How could this happen in a major government document? 
There would appear to be two principal reasons: 


—the feeling that a timeless basic tax system was the most 
important thing to discover and work out; and 


—the feeling that fiscal and monetary policy, and perhaps 
government loans and grants or government corporations 
such as a Canada Development Corporation, can offset the 
damaging implications of the White Paper for growth, 
inflation control and regional development. 


2.32 The fact is that our national objectives will not be easy to 
achieve and all our policies should mutually support each other. 
We can’t afford the luxury of a tax system at cross purposes with 
national objectives. The very rigidity of the tax structure package— 
capital as income, the corporate tax as a tax on shareholders, and a 
common top corporate and personal rate—drastically reduces the 
flexibility of response that any large system needs in a period of 
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accelerating change like the seventies. It is ironic that at a time 
when established structures are more and more subject to searching 
criticism and substantial change, the Canadian income tax system— 
which is a major structure indeed—is to be virtually set in concrete, 
as far as future flexibility is concerned. 


Size and Scope of Proposals 


2.33 It is apparent we do not regard the White Paper proposals as 
constituting a tax meal from a master chef. But even if we did, we 
do not think it is possible to digest at a single meal the quantity of 
dishes contained in the White Paper. 


2.34 Income tax is a very pervasive influence in our society and 
economy—and in the world economy as well. It is impossible to assess 
in a definitive manner the impact of radical change in such a per- 
vasive influence. The range of initial, cumulative, and offsetting 
behavioural reactions of people inside and outside Canada is simply 
too broad to assess. 


2.35 The number of skilled people able to grasp the implication of 
such major change, the number able to administer an infinitely more 
complex system and the number able to respond as taxpayers is 
each highly limited. There is simply no way the proposed plan is 
logistically feasible in an acceptable and relatively smooth way in 
anything remotely approaching a one or two year time-table. Insisting 
on more change than can be digested will almost surely mean less 
effective reform in the end. This would damage the credibility of 
government’s ability to cope. 


2.36 The major reforms should first achieve broad consensus—and 
then be introduced in an orderly fashion. To attempt more will 
jeopardize not only general tax reform objectives, but other equally 
or more important national policy objectives as well. The time for 
choice based on sound priorities and good payoff is here. 


Share of National Income to Federal Government 

2.37. The revenue implications of the White Paper suggest that little 
has been learned from experience. In the sixties, governments failed 
to reduce private demands on the economy to match increasing public 
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demands. Result: inflation. This happened by failing to tax to pay— 
in other words, a failure to match new expenditures with new tax 
revenues. Now, the reverse is proposed—to get in new tax revenues 
without any proposed new expenditures having been first presented 
to and passed by Parliament. In each case, the aim seems to have 
been to avoid having to face the public with the costs of particular 
expenditure programs at the time they were introduced. This “blank 
cheques’’ in advance type of approach is simply not acceptable to 
sensible Canadians in 1970. 


2.38 Taxes have historically been the symbol of governments that 
have pressed the people too hard. A frank, open and responsible 
approach to any further increase in taxes is now an urgent priority if 
the viability of government itself is not to be threatened. 


2.39 The White Paper fails the revenue test on seven counts: 

—it involves an immediate increase in taxes on the basis of the 
tax take in 1969—probably in excess of one billion dollars 
when in full effect. This is a huge sum—and is at complete 
odds with the position of the federal government in request- 
ing financial restraint. Is this an example of do as I say, not as 
I do? This approach strikes at the heart of the trust essential 
to effective government; 


—no provision is made to increase exemptions and rate thres- 
holds to reflect inflation. Not only is this unfair, especially for 
those below the top rates, but it would inflate the fiscal 
dividend already declared to itself by the federal government 
in the White Paper. Thus, in reality, the real tax increase in 
our inflationary environment will greatly exceed the one bil- 
lion dollar figure. It is no answer to say the rates were set to 
produce a certain result in 1969, when the reform is proposed 
for 1971. If tax constraint were the policy of the White Paper, 
a little more work on figures would no doubt have been done, 
and rates at a much lower level projected. The fact this 
wasn’t done suggests it wasn’t intended or, at best, reveals a 
degree of insensitivity to the taxpayer that is unacceptable; 
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—the new system will not only produce more revenues of itself, 
together with the bonuses from inflation and real economic 
growth. It is also designed to produce a proportionately higher 
than ever before tax take out of each new growth or inflation 
dollar of annual income. It has been structured as a revenue 
producing machine beyond the fondest dreams of avarice— 
but all in the good name of tax reform and benefits for low 
income earners. The proposed revenue producing machine 
is undoubtedly an achievement of plutocratic dimensions. 
But the result is to make tax reform a benefit for government 
rather than for people; 


—despite the apparent agreement that provincial-municipal 
needs are rising relative to federal needs it is federal revenues 
that will increase dramatically under the White Paper pro- 
posals. Before implementation of any major changes a 
reconciliation of the expenditure needs and tax revenues of 
these levels of government is essential. It is not practical to 
introduce major tax changes and major tax increases without 
agreement on these federal-provincial issues. A rigid narrow 
stand by the federal government on this point could have 
very serious implications for total tax burdens, as well as for 
the general acceptability of federal economic leadership; 


-—there is insufficient attention paid to the importance of 
economic growth as the only reliable generator of increased 
real revenues. Inappropriate taxation adverse to growth may 
result in a loss rather than gain in real revenues. It is a case 
of looking beyond the initial revenue effects to the longer run 
revenue effects after the tax changes work their way through 
the system; 


—the approach to international taxation risks serious revenue 
losses to foreign treasuries; and 


—the permitted deduction of capital losses against ordinary 
income could have serious effects on revenues at a time of 
low share and bond prices such as the present. 
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Summary 

2.40 We are impressed with what we take to be the broad social 
objectives of the White Paper—but we are concerned about a serious 
misunderstanding of the role of capital in private hands and of 
individual initiative and effort in serving these objectives. However, 
we are satisfied that the overall equity of the tax system will be 
reduced rather than enhanced, and that the proposed tax structure 
will be more inflexible, less understandable and less durable than 
what we now have. 


2.41 We are at a loss to understand the absence of any effective 
attempt to design tax provisions that would contribute to major 
national policy objectives, the unmanageable scope of the proposed 
reforms and the major tax increase implications of the new proposals. 


2.42 The aim of tax reform should be to do a job for Canadians on a 
scale that is sensible and workable. It may be interesting to academic 
minds outside Canada to watch a vast tax experiment with Canadians 
as the guinea pigs. But being a guinea pig on a grand scale is a role 
that should be reserved for guinea pigs and volunteers. 
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3 Capital Gains 


3.1 Our basic view is simple. Canada still needs the dynamic risk- 
taking and capital formation which the tax free treatment of capital 
gains has provided. Canada is young—a place of opportunity. The big 
win matched by the big keep of tax free capital gains is a proven spur 
to the risks and dedicated efforts which get new ventures started and 
financed—as well as an important source of savings in Canadian 
hands, especially for new risk ventures. 


3.2 Itisa form of intellectual colonialism that ill befits a pioneering 
vigorous country that we tamely follow the United States and the 
United Kingdom—both capital surplus developed countries—in im- 
posing a capital gains tax at this stage in Canada’s development. 
It is a form of policy bankruptcy to be espousing a policy of more 
Canadian enterprise for Canadians, while reducing through higher 
taxation of risk and capital the incentive to do the job and the 
savings available for the job. 


3.3. Our attitude toward the taxation of capital gains is based on the 
view that capital and income are not the same thing; that the creation 
and preservation of capital can be a powerful motivation to savings, 
innovation and enterprise; and that capital has been and is our essen- 
tial source of economic growth and thus individual well-being, 
especially where it is allied closely with entrepreneurial, managerial 
and technological skills. 


3.4 Where in fact do capital gains come from? We have been able 
to identify only one source of real gains to the economy as a whole. 
The other four sources involve transfers of capital at increased values 
which do not represent real value increases to the economy, although 
they alter the ownership of real capital. 


3.5 The only real source of gain to the economy is where a real 
capital value is created in excess of real costs. This is because the 
present value of the future stream of income is worth more than it 
cost to discover or create the source of income. In fact, the future 
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income from such a source will only be regarded as part of the national 
income when it is realized as income. But a system of taxing both 
capital and income will go further and tax the future income before 
it is realized by taxing the gain part of the present capital value of 
such future income—and will tax the future income again when it is 
actually realized. A system of taxing capital gains of this kind is 
nothing more than taxing income in advance of realization—a serious 
form of double taxation. As the income is not yet realized, it is a tax 
on capital. This is a very different thing from a tax on income, for 
what is taxed is not included in the computation of national income 
for the very good reason that it is not yet income. 


3.6 The other four sources of capital gain are neither income nor 
real from the point of view of the economy, and never will be, even 
in the form of future income: 


—inflationary gains arising from a decline in the value of money, 
which are illusory to both the holder and the economy; 


—gains arising from a change in price-earnings ratios or interest 
rates—the fact that people will accept a lower rate of return 
than previously adds nothing directly to the total income of 
the economy although it results in a change from the previous 
monetary value of asset holdings; 


—gains arising from a different assessment by the market of an 
asset value as a result of a revised expectation of higher future 
earnings—again adding nothing to the total income of the 
economy; and 


—gains to shareholders arising from increased share prices re- 
flecting increased retained earnings. These earnings will al- 
ready have been included in national income. The increased 
share price reflecting retention adds nothing to the national 
income. 


3.7. Any particular capital gain may involve one or more of these 
five elements. But in no case has real income yet arisen and in four 
cases it never will. What has been invested in real assets in the past 
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remains invested, however much the monetary valuation of it may 
have changed for any of these reasons, or however many times the 
equity or legal right in the real asset is transferred from one person to 
another. 


3.8 What does all this tell us? It tells us that capital is not income 
and that capital transfers are not income transactions, although ser- 
vices in effecting such transfers may properly give rise to current 
income. The very reference to ‘‘capital’’ markets reflects the recogni- 
tion that the market allocation of capital funds is a different function 
from the income earning process. 


3.9 If there is a case for taxing capital gains, it is a different case 
than for taxing income. Accordingly, different criteria must be ap- 
plied in establishing the basis on which capital gains are to be taxed. 
The White Paper acknowledges that ‘‘a buck is a buck is a buck”’ 
is a shade on the simple side. For Canada in the seventies, with its 
need for more capital, enterprise, innovation and risk-taking than 
ever before, the criteria must be tough. If they are not tough enough, 
we will fall behind in international competition, economic growth and 
prosperity. If the name of the new game is to tax away more capital 
from private hands and put it in the hands of the government, let 
Canadians be told this. But let us not cloud this vital issue by trying 
to say capital gains are the same as income. 


3.10 Here are the criteria: 

—the base subject to tax and the rate structure must be set to 
recognize that many gains are not real but are illusory gains 
due to inflation. An inflation deflator would be ideal and must 
be seriously considered, along with a rate schedule separate 
from and lower than pay-as-you-go income rates. In any 
event the rates should be no higher than effective American 
capital gains rates and other treatment should be no harsher 
than American rules. All capital gains from shares and real 
business capital assets should be taxed on the same basis and 
at the same rates; 

—capital should be treated as a pool in the same way as 
depreciable property. Transfers within the pool should be 
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free of tax. In this way, the efficiency of capital markets will 
be maintained by eliminating lock-in effects, which would be 
extremely serious,under the White Paper; 


— business inventory is valued at the lower of cost or market 
for income tax purposes. Any periodic revaluation proposal 
would thus apply a much harsher tax on capital than is now 
applied to inventory in computing taxable business income. 
It would also be an infinitely harsher test than the cash re- 
ceipt test applied to almost all other income—including 
income from capital. A heavier tax on capital than on income 
must not be imposed in a decade which promises to find 
Canada capital short and subject to inflationary pressure. 
This is what results from the confusion created by trying to 
treat a gain on capital account as income; 


—realization must be abandoned as a taxable event for capital 
gains. One of two things will happen if it is not. First, capital 
will be locked-in from generation to generation and cease to 
respond freely to market forces. Investment decisions will be 
dictated by tax consequences rather than economic merits. 
Second, every capital gains tax system requires some form of 
roll-over so as not to completely thwart economically desir- 
able transactions. Thus the result of a realization approach is 
either the lock-in effect or the twisting of normal asset trans- 
fers to bring them within a defined roll-over situation. 
Canada is not so flush with capital that it can afford either 
of these inefficiencies in the operation of its capital markets; 


—the proper basis is controlled roll-over for all capital realiza- 
tions subject to their reinvestment. If capital gains are re- 
garded as income, roll-overs may be considered unfair defer- 
ments of taxes otherwise due, although this would be equally 
true of inventory and capital cost treatment of business 
income. This is not so, once the different nature of a tax on 
capital gains is understood—namely taxing now on the basis 
of income yet to be earned. A capital gains tax is always the 
reverse of a deferment—rather it is taxing now on the basis 
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of an increased monetary value created by expected increased 
future income or a willingness to pay more for the same 
expected earnings; 


—if capital is treated as a pool, the taxable event becomes 
withdrawal of capital for consumption. The penalty does not 
arise from making a change of investment based on economic 
merits, while still leaving the capital at work in the economy. 
Rather, the penalty is on consumption—a far more desirable 


approach especially for a period of capital shortage and infla- 
tionary pressure; 


—under the capital pool approach there are two choices. One is 
the American approach of permitting a tax-free roll-over of 
capital gains on death together with a stepped-up basis in 
the hands of heirs, but continuing some form of estate tax- 
ation. The other is to eliminate estate and gift taxation and 
have a deemed realization on death for capital gains tax 
purposes; and 


—the sounder approach is the latter resulting in a once-in-a- 
life-time taxation of capital gains retained in the capital 
pool. The result will be to largely eliminate tax consider- 
ations in capital transfers. In future, family capital transfers 
could be made on the basis of family requirements and 
business capital transfers could be made on the basis of 
economic merit. 


3.11 The above approach to the taxation of capital has a number of 
important merits not present in the White Paper approach or in the 
approach of any other country. It would be a genuinely unique 
Canadian contribution to taxation, because it would be based on 
Canadian needs: 


—it reflects the reality that capital and income are different, 
and that if capital is to be taxed, it must be on a different 
basis; 

~it does not interfere with either business or family transfers 
of capital; 
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— risk-taking, capital creation and savings are slightly favoured 
and consumption slightly penalized. The present estate tax 
bias against saving and in favour of spending would be 
eliminated; 


— only an individual's lifetime real gains from the economy are 
taxed—income annually and capital increments when spent 
or at death; 


—taxes on these gains are paid once and only once; and 


—the potentially serious damage to capital markets and 
government revenues of capital losses deductible from 
ordinary income would be avoided. 


3.12 Realization as the taxable event has many economic efhciency 
defects. It also will be productive of significant unfairness as well. 
The generation to generation roll-over of all assets other than widely- 
held shares will help those who can avoid realization relative to those 
who for many different reasons:may not be able to do so. Also, the 
effect of corporate provisions relative to amalgamation and take-over 
bids may compulsorily put a shareholder in a taxable realization 
position, regardless of his wishes in the matter. He may, for example, 
prefer cash to stock in a new company, yet face a tax on takir cash 
rather than stock. It is, of course, possible to attempt to deal with 
cases like these on a series of separate bases. But abandonment of 
realization for the capital pool approach combines maximum fairness 
with the most favourable economic efficiency and savings effects. 


3.13. There is another way of contrasting the true economic differ- 
ences between a realization and a capital pool approach. Take one 
taxpayer holding a $100 share, all of it representing capital gain and 
another with a $100 share, none of it representing capital gain. A new 
$75 share investment becomes possible. The first taxpayer must, in 
effect, pay $100 for the share, whereas the second taxpayer can get it 
for $75. This is because the cost of the money needed to buy is $25 
higher to the first taxpayer—because he pays an excise (transfer) tax 
of $25 to get the $75 to pay. The anomalous situation results that the 
more efficient investor is always at a disadvantage relative to the less 
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efficient—because his cost of a new investment paid for out of sale of 
an existing investment will always be higher by the amount of the 
capital gains realization tax. It also means that for such investors, 
they can only afford to pay when they can find a $75 investment 
which is better than their existing $100 investment. This introduces 
a major inefficiency in the allocation of capital. This is avoided by the 


capital pool approach, where the economic cost to each taxpayer 
would be $75. 


3.14 It is a strange fairness that penalizes the creator and saver of 
the wealth employed in the economy and favours the spender of the 
fruits. The spender of capital gains today escapes both income and 
estate taxation, while the saver is. hit by estate taxation. In contrast 
under our proposals the spender would be hit when he realized, while 
the saver would only be hit once on death on accrued but real capital 
gains. Most people will feel this is a much fairer result, as well as one 
more conducive to savings, inflation control, economic growth and 
Canadian ownership. It is inequitable to look at what a man has 
and to ignore why he has it. 


3.15 Private capital in Canadian hands makes an important con- 
tribution to the social and economic balance of the country. But 
more and more economic and other activity is channeled through 
large bureaucracies—government, business, labour and educational. 
The aim of tax reform should not be to strengthen the bureaucratic 
element in our lives, but rather the individual element. We should be 
seeking new ways to encourage more savings and investment by more 
and more Canadians instead of being disdainful of private savings 
and the efforts of individuals. Unfortunately, it is not possible to 
point to even a single White Paper proposal which will make a 
material contribution to private savings and investment. It is possible 
to point to a great many which work in the opposite direction. 


3.16 At best, it is mischievous to say that the buck represented by 
the tree is the same as the buck represented by the apple. At worst, it 
means eating the goose as though it were the same as the eggs, while 
continuing to expect more eggs and more geese to eat. A lot of things 
have changed in the 20th century, but this is not one of them. 
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3.17. If we do not recognize the difference, one or more of three 
things can happen. And Canadians must understand this before they 
make a choice. First, there will be fewer trees and thus fewer apples. 
Second, there will be fewer trees owned by Canadians. And third, the 
government will own more of the trees that remain under Canadian 
ownership. Canadians want none of these results—but will surely get 
them, unless there is a better understanding of the role of private 
capital in our society than that implied by the White Paper approach. 


3.18 Facts are not always fashionable. Reassuring fiction is frequent- 
ly preferred. But the fact remains that tax free capital gains have 
been a dynamic element in promoting Canadian growth in competi- 
tion with the huge economic power of a capital surplus United States. 
Not a scintilla of evidence has been advanced to-support a need for 
change now in this long-standing policy by reference to changes in the 
facts of Canadian life. Not a word has been said about the many 
benefits to Canada of a policy which has had the support of a legion of 
past policy makers. Have we just discovered a truth which has hither- 
to escaped everyone else? The White Paper capital gains as income 
proposal would have been more convincing if evidence and arguments 
had been advanced to establish why change was needed now. The 
issue is not resolved by recourse to unproven ideology, slogans like 
‘“‘a buck is a buck is a buck’’, and meaningless comparisons with the 
United States of 1918. A major policy change with such social and 
economic implications merited more evidence and arguments than the 
capital gains proposal receives from the White Paper. Surely some- 
thing better than American textbook economics of the twenties is 
needed to establish the wisdom of a capital gains tax for Canada in 
the seventies. 
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4 Corporations and Their Shareholders 


4.1 We have seven main reasons for rejecting the proposed radical 
restructuring of the taxes on corporations and their shareholders: 


— the reasons advanced in the White Paper that specified serious 
defects of the present system dictate a radical new structure 
do not withstand examination; 


—the structure proposed rests on several errors of fact which 
arise in part from unrealistic economic theory developed in the 
United States under economic conditions very different from 
those existing in Canada today. The White Paper attempts 
modification of these theories for Canadian circumstances, but 
fails because the facts differ too much from those assumed in 
the original theories; 


—there would be serious adverse effects on the important 
national objectives of regional development, high productivity, 
economic growth, inflation control, efficient Canadian capital 
markets, favourable access to international capital markets 
and more enterprise and development in Canadian hands; 


—the structure as proposed will lack the essential qualities of 
durability, understandability, flexibility and equal treatment 
to make it a practically viable proposition; 


—the so-called integration proposal fails to achieve a true 
integration of personal and corporate tax except, apparently, 
where the partnership option can be taken by a closely-held 
corporation ; 


— the introduction of a capital gains tax does not require radical 
restructuring of taxes on corporations and their shareholders 
as any capital gains tax must be separate from the income tax; 
and 

— treating the corporate tax as a tax on shareholders, while not 
granting non-resident shareholders credit for Canadian cor- 
porate tax or resident shareholders credit for non-resident 
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corporate tax, opens up extremely difficult treaty-negotiating 
problems with the risk of substantial revenue losses to Canada. 


Let us now examine a number of these reasons in more detail. 


4.2 The defects of the present system as they relate to corporations 
and their shareholders which were complained of in the White Paper 
are principally four: 

—income received directly by the shareholder is subject to 
immediate tax by him whereas the shareholder’s tax is de- 
ferred on earnings retained. This begs the whole question. 
If the corporation and its shareholders are separate tax- 
payers, what deferral of tax is there? The corporation, that 
has earned the income, pays. The individual also pays, if and 
when he gets it. It is only if they are really the same taxpayer 
that deferral arises. The White Paper proposes integration 
and a top 50% tax by shareholders. If elimination of the tax 
previously deferred is acceptable, how can it be worse to defer 
the tax than not to pay it at all? 


dividend stripping and the corporate surplus problem is 
another example cited. First, this is no longer a significant 
problem by reason of changes in legislation and recent court 
cases. Any remaining problem can be resolved by something 
far less than the global approach proposed. But more impor- 
tant, what is the real problem? It is that on death, the estate 
of the owner of a private company faces estate taxes which 
may require withdrawals of undistributed income which will 
be subject to income tax as well. This has unquestionably 
been a problem, but the proposals will make it worse in a 
great many cases, and will only help those private companies 
whose values do not exceed their book worth, but have sub- 
stantial retained earnings. These will tend to be the least 
dynamic companies, as growth companies are normally valued 
substantially in excess of their book worth. Instead, the 
existence of a capital gains tax means that even if it is avoided 
by not realizing a capital gain on death, it still hangs over the 
head of the heirs as the corporate surplus used to do—but 
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then, there was at least the escape of a sale for a tax-free 
capital gain, which will no longer be possible. The proposal 
actually aggravates the essential problem it is claimed to 
alleviate—the potential double tax at death; | 


neutrality of capital gains and dividends. This has some merit, 
but is only one aspect of the much larger and more important 
question of the appropriate taxation of capital itself. The 
importance of this neutrality is overrated in the White Paper, 
and not always followed either. Moreover, the same essential 
result can be achieved by a much simpler and more straight- 
forward approach; for example, a 25%, dividend tax credit 
and a top capital gains tax of 25%, with deemed realization 
of capital gains on death and elimination of the estate tax. 
This would also be a real solution to the double tax problem as 
well. Further, in important cases, this neutrality does not 
apply under the White Paper. This is so with widely-held 
corporations which have insufficient creditable tax because of 
fast write-offs due to capital intensity or high risk, incentives 
such as depletion to resource companies, or Canadian inter- 
national companies with foreign dividend income. In these 
circumstances, the more favoured investor may well be the 
non-resident. The non-neutrality favours selling for a capital 
gain rather than receiving a dividend with inadequate credit- 
able tax. And there is certainly no neutrality between closely- 
held, widely-held and foreign corporations; and 


alleged defects of the dividend tax credit. Two complaints 
were voiced against the dividend tax credit. The first complaint 
is that a corporation may have paid no tax yet shareholders still 
get the dividend tax credit. The answer is the dividend tax 
credit should be related to an appropriate incentive to invest 
in Canadian companies and not to what taxes they pay, which 
are the subject of other rules regarded appropriate by Parlia- 
ment. What companies are appropriate for this incentive? 
Canadian international and resource companies? Are there any 
more profitable areas for Canadian risk investment? Yet 
these are the very companies which suffer in the switch from a 
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dividend tax credit to integration. The second complaint is 
that the credit benefits high income earners. Actually, this will 
be a very minor practical problem if the top rate is 50%, as 
the amounts could hardly be significant. A more refined credit 
related to tax rate levels could be developed but on a cost- 
benefit basis. We doubt the complexity is worth the minor 
gains in equity. 


4.3 The proposed closely-held widely-held integration structure 
also rests on three important errors of fact: 


—the view that closely-held companies compete primarily with 
other such companies and partnerships or proprietorships— 
and that widely-held companies compete primarily with other 
widely-held companies. An examination of the real world 
quickly discloses this is not true in so many important cases 
that it cannot be ignored. There is the related fact that in a 
number of cases, the closely-held companies that can elect the 
partnership option are in a more favourable competitive posi- 
tion than those who cannot do so. The absence of creditable 
tax is not a concern to them; 


—the view that the type of company rather than the type of 
business determines the ability to pass on corporate tax to 
customers. How could it be so? In reality, the real question 
is whether taxes are regarded as a cost to be recovered, like 
other costs, in price. Except in very small businesses, we have 
no doubt the answer is yes for the vast majority of business- 
men. This means the whole premise of integration and the 
distinction between corporations is built on sand, with results 
that are entirely predictable in advance; and 


—partial integration for widely-held companies must remain a 
theory rather than a fact as far as investment decisions at the 
corporate level are concerned. It is impossible for management 
to assess tax consequences for its many shareholders. But 
what will be fact is the effect on share prices and the increased 
cost of equity capital for Canadian companies without credit- 
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able tax. As many of these will be growth companies, one 
may expect a trend away from Canadian ownership of these 
companies, and that new issues of the largest and strongest of 
such companies will be placed in the United States or else- 
where outside Canada. The trend toward repatriation of listed 
securities from non-resident to Canadian hands aided by the 
dividend tax credit and tax-free capital gains will in many 
cases be halted and reversed. 


4.4 The proposed structure will have a number of important adverse 
productivity and growth effects: 


—the cost of equity capital to Canadian companies with impor- 
tant international interests and to Canadian owned mineral 
resource companies will increase due to the effect of insufficient 
creditable tax under the integration proposal; 


—the failure to recognize the financing requirements of small 
business by dropping the lower rate of tax without any off- 
setting provisions will retard the growth of new and small 
businesses; 


—savings in Canadian hands will be reduced through the 
adverse effects already mentioned above and by the harsh 
capital gains proposals; 

—the reduced taxation of distributed private company earnings 
and, to a lesser extent, of distributed public company earnings, 
will result in higher dividend pay-out and reduced reinvest- 
ment of earnings. This was one important reason why the 
United Kingdom abandoned integration. This reason would be 
even more pertinent for Canada because of the proposed com- 
mon top rate of 50% and the proposed treatment of capital 
gains. These would strengthen the incentive to distribute 
rather than reinvest earnings; 

—capital markets will be less efficient because the distinction 
between corporations and the proposed type of capital gains 
taxation will produce an emphasis on tax rather than business 
motivated investment decisions; and 
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—these corporation distinctions and the problems of creditable 
tax will induce the structuring of holdings of shares and assets 
in unusual ways to take maximum combined advantage of 
favourable features of creditable tax, lower capital gains rates 
or deferral of capital gains. All of these actions would be on 
the basis of tax rather than business considerations. 


4.5 Integration by way of gross-up and credit is sadly deficient as 
a method of integration in the many cases where there is no creditable 
tax or where the tax credits are stale-dated. Moreover, if the corpo- 
rate tax is a tax on the shareholders, logic would require that a 
corporate tax exemption is likewise a shareholder’s tax exemption. 
Is there any ground for a ‘‘now you see it”’ tax rule at the corporate 
level, ‘‘now you don’t see it’? tax rule at the shareholder level? Is 
there not a fundamental inconsistency? It is a peculiar integration 
where only the taxed income and not the untaxed income is integrated 
to the shareholder level. 


4.6 A strange inversion occurs where there are economic growth 
incentives at the corporate level. For example, of four possible cate- 
gories of companies in the mineral industry each with insufficient 
creditable tax because of growth promoting write-offs at the corporate 
level only the non-resident shareholder and the closely-held partner- 
ship electing shareholder can retain the entire benefit of the corporate 
tax incentive at the shareholder level. The widely-held shareholder 
will lose only half of the benefit as the integration was only partial. 
The closely-held no partnership electing shareholder loses the whole 
benefit. The White Paper claims that the corporation tax is wholly 
or half a tax on shareholders because it is not shifted in whole or part 
to consumers. If this is so, the part of income subject to no tax 
or reduced tax at the corporate level should also be subject to no 
tax or reduced tax at the shareholder level where the corporate tax 
is supposed to be borne in whole or in part. But if this logic—which 
is the partnership election logic—is carried through, a major argu- 
ment against the dividend tax credit collapses, and the essential 
argument for the proposed integration collapses as well. 
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4.7 It is apparent that the proposed structure is adverse to impor- 
tant national objectives. What is even more striking are the bizarre 
results which will become a matter of course if an attempt were ever 
made to introduce the system. Is it conceivable that a system of such 
complexity could last? How long could the economy survive invest- 
ment decisions where the paramount question became taxation 
effects and not business merits? For the reasons discussed in this 
Chapter and in Chapter 2 it is clear that the system would collapse 
almost before it got started, leaving us even further back than where 
we started. 
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b international Aspects 


5.1 Most of the international implications of the White Paper 
proposals are retrograde from the point of view of the international 
competitiveness of Canadian business, the Canadian interest in fiscal 
harmonization and the risks of Canadian revenue losses through 
treaty negotiations. 


5.2 There is explicit discrimination in not recognizing any credit to 
non-residents for the shareholder’s tax portion of the corporate tax, 
while recognizing the credit for residents. The dividend tax credit 
does not run into this difficulty, because it is a credit for dividends 
received from Canadian companies entirely unrelated to actual 
Canadian corporation tax paid. This discrimination could create 
serious treaty negotiation problems and dangerous risks of sub- 
stantial revenue losses to foreign treasuries. It is not helped by the 
fact that we could not afford reciprocity with the United States if 
they adopted a similar integration system. 


5.3. The failure to recognize corporate taxes paid to foreign govern- 
ments as taxes on shareholders on the same basis as taxes paid to 
Canada is likewise discriminatory against Canadian investment 
abroad. It is contrary to the Canadian interest in favourable access 
to relatively free non-discriminatory international capital markets. 
It is contrary to the Canadian interest in the development of Cana- 
dian multi-national corporations. It is contrary to the Canadian 
interest in the most efficient investment of its available funds. It is 
contrary to the Canadian interest in being a base or intermediary for 
international capital, enterprise and management looking not only to 
Canada but to every part of the world. There is no substitute for 
being “‘in the swim”. These discriminations reduce Canada’s chances 
in this respect. And again, this aspect is not helped by the knowledge 
of how much more difficult and expensive, if possible at all, it would 
have been for Canada to be developed to its current state if other 
countries, especially the United States, had similar provisions dis- 
criminatory against investment in Canada. 
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5.4 There are two features of the proposed ‘‘tax haven” provisions 
that deserve comment: 


—the ‘‘passive income”’ provisions should not apply to any in- 
come derived outside Canada which is connected to active 
business operations outside Canada. It is no loss but rather 
gain to Canada if some foreign income of Canadians is able to 
be taxed at low rates. Indeed, there would be no reason in 
principle for not permitting a special exempt Canadian com- 
pany to receive such lower taxed income—a possibility now 
being studied in the United States; and 

—the Section 28 (1)(d) tax-free treatment of dividend income 
from 25% owned non-resident corporations should not be 
denied to the above type of low-taxed income—or to business 
income from non-treaty countries. There are two reasons for 
the above approach. The first is to keep Canadian international 
business competitive. The second is to avoid a moralistic 
“Canada knows best’’ approach to the tax laws of other 
countries and to leave it to other countries to decide what taxes 
they want to levy. We do not like it when the United States 
exports its laws to Canadian companies. Is there any reason to 
think other countries will like it any better when we do to them 
what we don’t want others to do to us? In effect, there are now 
to be ‘‘second class’’ countries. Is this the long-look future we 
are carving out for ourselves in the international arena? This 
is just another example of those who speak of standing up to 
Americans showing their profound subservience to ideas 
and practices from the United States, even where the Ameri- 
cans themselves have begun to have serious doubts. Surely, 
if a country feels a low income tax system in general, or a low 
tax on particular income, is appropriate, it is not for us to say 
we will nullify their law by picking up the tax slack unless it is 
Canadian source income that is escaping normal Canadian 
tax in the hands of Canadians. 

5.5 There have no doubt been tax haven abuses. These can be 
cleaned up in four ways without recourse to the complex and com- 
petitively damaging “‘passive income”’ rules: 
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—where it is essentially Canadian source income that is being 
diverted out to the tax haven and back to Canada, there is 
good reason for specific direct action; 


—where an unfair split of international income is made between 
a Canadian enterprise and a non-Canadian one, this can be 
dealt with under existing laws requiring fair pricing, or by 
appropriate expansion of these laws; 


—where any material amount of ‘‘passive income”’ from foreign 
sources is not connected with business activity outside Canada, 
it too could be subject to special rules; and 


—the elimination of surplus stripping should mean that realiza- 
tion of any so-called tax haven benefits will be subjected to 
Canadian tax when the money gets into the hands of the 
individual Canadian taxpayer for consumption. 


5.6 There is a danger that an administratively tight or leak-proof 
tax system will prove economically airless as well. Not everything 
can be achieved by naked force, and some things have to rest on a 
general sense of fair play. The proposed departure tax treatment of 
personnel, including Canadian residents coming back and forth across 
the border, could produce the opposite to the desired effects—a 
“don’t fence me in’”’ psychology. Canada would be better to lose some 
tax revenue by ignoring departure taxes and base its tax regime to a 
reasonable extent on the basis that Canada is a good place for capital. 
A departure tax will not strengthen the position of Canada as a good 
place for capital, and this reality should overrule the narrow revenue 
or avoidance principles behind the departure tax. 


5.7. Canada has many dealings with the United States and other 
countries. Generally, we have dealt from a position of support for 
non-discrimination in tax and other laws as they affect the free move- 
ment of capital. We have a great stake in maintaining and expanding 
the free flow of capital in response to economic opportunity. An 
ineffectual but nonetheless clear discriminatory approach to inter- 
national investment can have far reaching effects well beyond tax 
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treaty negotiations, which themselves could result in lost revenue. 
The question that must be asked is “for what?”’. 


5.8 We do not agree with discrimination against portfolio invest- 
ment by individuals, pension funds or others in foreign securities. 
This may be the only way Canada, through such investors, can 
participate in many new areas of profitable business. Special restric- 
tions might be necessary for balance of payments reasons. But until 
these are required, we should strengthen rather than weaken our 
involvement in international activity. Canadians can now hold their 
own on the world stage on the basis of performance. It is time 
government stopped trying to prolong Canadian dependency on the 
protection of Mother Ottawa. We have grown up, but as often 
happens, Mother doesn’t seem to realize it yet. 


36: 199 


36 : 200 


Standing Senate Committee 


6 Mineral Industries 


6.1 The verbal recognition in the White Paper of the high-risk 
capital intensity of mining and the special benefits of mining to 
Canada was reassuring and appropriate. Unfortunately two of the 
specific proposals—replacement of the new mine tax exempt period 
and the depletion allowance by a fast write-off and a weak exploration 
incentive in the guise of depletion—fail to translate the verbal recog- 
nition into effective policy. 


6.2 No single group of proposals more clearly demonstrate the need 
to assess tax reform by how it affects major national objectives on the 
basis of evidence rather than theory than do these two proposed 
changes in mining taxation. The immediate effect of these changes 
will be sharp reductions in earnings and cash flows and in the value of 
existing properties and new discoveries. It is hard to square this with 
the statement in the White Paper that only a moderate reduction in 
mining activity is anticipated. No evidence is adduced to support 
this statement and it would be contrary to all experience if major 
changes did not produce major results. 


6.3 There are two questions to be asked: 
—are we concerned if mining activity ceases to grow as it could? 


~are there good reasons for believing the new proposals will serve 
as well as the present incentive system? 


6.4 In a broad national context, the existing provisions have 
stimulated the high productivity and growth essential to improving 
the lot of people. They have also promoted better balance as between 
regions, which in turn has strengthened the economic and political 
framework of the nation. 


6.5 The mining record in the last quarter-century is perhaps the 
most impressive of any major sector of the Canadian economy. Here 
are just five key facts about our mineral industries: 


~—annual rate of growth is double that for the whole economy; 
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—it is by far the largest contributor to Canada’s balance of pay- 
ments; 


—it is the only major goods-producing sector in the economy 
100% or better as productive as U.S. industry—the Canadian 
average is about 70%; 


— it has one of the highest average wages, in every region, of any 
major sector of the Canadian economy; and 


—it is largely based outside the centrally located industrial 
regions of Canada. 


6.6 Hereare four key factors about Canadian mining in the seventies: 


—metal ore reserves are now more difficult and more expensive 
to find in Canada than in countries like Australia, and are 
usually lower grade as well; 


— Canadian developments are usually in remote areas and have a 
very high capital cost; 


—radical reductions in ocean transportation costs are not 
matched by reductions in Canadian railway or lakeshipping 
costs, thus shifting the international competitive balance from 
Canada; and 


— the regions dependent on Canadian mineral industries cannot, 
because of their lack of a broad industrial base, afford to have 
mining activity decline. 


6.7. Everything points to tougher than ever competition for Cana- 
dian minerals. Canada needs every successful economic and regional 
development policy it can set. Everything about the record points 
to the conclusion that the mining incentives are just that. It is hard 
to think of another policy which has so effectively combined high 
economic efficiency with regional development. 


6.8 The present incentives are value-related. They make discoveries 
more valuable by increasing after-tax earnings and cash flows. The 
record demonstrates that they have worked well. The onus is on those 
-who think they can improve upon this remarkable record. 
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6.9 The White Paper suggests its cost-related incentives can 
achieve the same result more cheaply. The question is whether this 
is likely to be true. There is only one way to find out for sure, and 
that is to try and then accept the consequences. If the consequences 
are unfavourable, however, it will be too late to restore the situation, 
as interest shifts away from Canada and big developments go forward 
in other parts of the world. 


6.10 Persistence in time and money is, to a far greater degree than 
usual, the prerequisite to ultimate mining success. In mining the in- 
vestment per dollar of sales is astronomical in comparison with most 
other industries. These are two good reasons to believe that the rare 
character of mineral discovery coupled with the rapidly escalating 
costs of discovery is such that the size of the ‘“‘win’”’ (which would be 
substantially reduced by the White Paper) is of vital importance to 
the mining investment climate. 


6.11 This climate of a “big win’’ for success is far more powerful in 
encouraging exploration in Canada than the proposed weak explora- 
tion incentive. This is crucial, because without exploration there 
can be no new discoveries, and without discoveries, no new mines. 


6.12 These facts argue for continuance of the basic features of the 
present value-related incentives in principle. But more than this, the 
dollar value of the incentives must also be maintained. If the esti- 
mates of the Province of Ontario are close, an annual drop of nearly 
200 million dollars in the earnings of mineral companies through 
additional taxes will have a crushing effect, reducing both cash for 
exploration and investment, and the ability to raise external debt and 
equity funds as well. The value of the present incentive provisions is 
estimated to drop under the White Paper by up to 75% for mining 
generally and by 85% for iron ore mining to feed the Canadian steel 
industry. 


6.13 It is not only a question of performance, it is also a question of 
fairness. The provinces impose a heavy mining tax which, combined 
with the White Paper changes, could make mining more heavily taxed 
than other industry. The corporation tax is not always fair but the 
present mining provisions make it more rather than less fair. 
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6.14 A principle of the White Paper is that taxes not paid by one 
taxpayer must be made up by the remaining taxpayers. We do not 
agree that this should necessarily be the case, particularly where the 
result of tax reduction is to promote high productivity industry which 
expands the tax base. But if it is a principle it has equal application 
to the tariff, the annual cost of which is now estimated at some eight 
billion dollars. It is difficult to justify the White Paper assertion of 
overly generous treatment of the mineral industries in the face of the 
annual cost of the tariff. 


6.15 In summary, the effectiveness of the existing provisions in 
achieving a top economic record for Canada, and fairness in balancing 
of government policies between industries and regions, dictate con- 
tinuance of the provisions in their present form and amount. 
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7 Conclusion 


7.1. We have discerned six main elements of the White Paper ap- 
proach to tax reform, and have attempted to assess the proposals 
from each of these points of view. Our conclusion is that the White 
Paper scores well on its social objectives, as far as they go, less than a 
pass on the equity aspects and fails badly on four counts—its struc- 
tural proposals, its contribution to national objectives, the sheer 
quantity of the proposed changes and the revenue implications. 


7.2 In arriving at this conclusion, we have necessarily levelled a 
number of serious and damaging charges at several important features 
of the White Paper approach. If these charges have been sustained 
by the reasoning advanced, the Proposals will require major, not 
merely cosmetic surgery. At the same time, the tax reform patient 
need not die. 


7.3 Weare concerned by the apparent lack of understanding of the 
role of private capital in Canadian hands for the advancement of 
Canada and the well-being of its people. In this connection, the 
most damaging feature of the White Paper approach is its equation of 
so-called capital gains with income. If this misconception persists, it 
will be extremely difficult to avoid tax reform which will result in last- 
ing damage to Canada’s economy and society. We have sought to 
demonstrate the fallacy of this equation, and to set out the tough 
criteria which will have to be met if any proposal to tax capital gains 
is not to be self-defeating in terms of real benefit to people, by re- 
tarding growth and Canadian ownership. 


7.4 We are satisfied that the problems of corporations and their 
shareholders under the present Act do not require a radical new tax 
structure. Our conclusion would not change if a capital gains tax were 
introduced, as we feel any such tax must be separated from the income 
tax as being a different type of tax—namely, a tax on capital, more 
like gift or estate taxation, although computed by reference to only 
a portion of total capital. 


Banking, Trade and Commerce 


7.5 Canada in the seventies faces two separate but closely linked 
economic challenges. The first is to continue and accelerate the 
development of every part of Canada, with as much of this develop- 
ment as possible in Canadian hands. This effort will continue to 
require significant imports from outside Canada of capital, enterprise 
technology and people skills. The second is to get more deeply a 
volved than ever in world economic development, by exporting our 
own capital, enterprise, technology and people skills and equally 
important by making Canada an attractive base from which the 
capital, enterprise, technology and people skills of non-residents can 
be deployed for both North American and world business and finan- 
cial activity. The White Paper approach of international tax dis- 
crimination and unilateral deviance from accepted norms of inter- 
national tax harmonization is retrograde, and will severely limit 
Canada’s ability not only to develop Canada but also to achieve the 
effective and profitable role it could otherwise play in fast changing 
world economic developments. 


7.6 Canadian ownership will not be advanced by any of the pro- 
visions of the White Paper. It will be retarded by many—especially 
by the adverse savings effects of the capital gains tax and the elimina- 
tion of recognition of small business financing problems, and by the 
negative proposals for mining and Canadian based international 
investment. 


7.7 Tax reform of the size and divisive dimensions of the White 
Paper in its present form would require a continuing over-commit- 
ment of resources to a policy area that at the very best cannot mean 
enough real benefits to people to warrant the risks and efforts involved. 
The result of over-ambition could very easily become severe break- 
down with serious loss rather than gain. It would be a Pyrrhic 
victory indeed if the tax technocrats got the tax structure they want 
while we lost the Canada we want. 


7.8 The task of maintaining Canada now clearly depends in large 
measure on attracting capital and enterprise to every part of Canada 
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on a basis where it will be productive enough to provide good jobs 
and incomes. It would be a mistake to think we can get big increases 
of capital investment in the places where it is needed most, if the 
general climate for capital in Canada worsens. Ironically, it is capital 
for the high productivity mineral industries with their broad regional 
spread, where the White Paper impact will be sharpest. 


7.9 Canada has always been an incentive society. Hard work and 
successful effort have always been rewarded. The tax system, taken 
as a whole, has not borne too heavily on initiative. And all this has 
been accompanied by substantial improvements in the well-being of 
almost all Canadians. The success of some has worked to the benefit 
of all. That there is more to do is unquestioned. That the accom- 
plishment of this now depends on governments to a greater degree 
than on individuals is seriously questioned. For the day the goals of 
the state take precedence over the goals of individuals and their 
ability to achieve them is the day we will have a very different Canada 
from anything any of us have ever known. 


7.10 Many aspects of modern life sap initiative. Sheer size and com- 
plexity give many people the feeling that they cannot shape their own 
destiny. Public policy should strengthen initiative by strengthening 
the incentives which help people feel they can make something of their 
own lives through creative effort. It will take more than the tax system 
to achieve this—but it is essential that the tax system not weaken 
incentives. Getting ahead on the basis of good performance is still a 
worthy goal. Without this goal where would mankind be? 


7.11 The thrust of the White Paper does nothing to strengthen the 
economy or the individual in our society. Our prime tax reform 
objectives should be to strengthen the economic environment and to 
strengthen the incentives for people to respond fully to the many 
challenges of Canada in the seventies. 
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7.12 Our conclusions for tax reform action are these: 


® the desirable social objectives (downgrading the role of Canadian 
private capital is not one) can be readily and quickly achieved 
without radical change in the essential framework of the present 
system. 


@ the equity aims of reform can only be achieved by 


-eliminating the proposed approach to the taxation of cor- 
porations 


— providing for the recognition of inflation in taxation 


—eliminating the proposed discrimination in international 
investment. 


@ the closely-held widely-held integration, common top corporate- 
personal rates, and capital gains as income proposals constitute 
a structural package which is inherently unstable. It lacks the 
necessary durability, understandability and flexibility to be 
implemented and would stimulate a major increase in tax- 
motivated decisions. The structural package should be aban- 
doned. 


® the dividend tax credit, or an equivalent, should be retained 
which would avoid the treaty risks of substantial revenue losses, 
together with tax-free inter-corporate dividends. 


© the weight of Canada’s economic requirements makes a capital 
gains tax undesirable on balance. But if there is to be one, a 
completely new plan to that proposed is required, based on the 
fact that capital as a source of future income is not the same as 
current income. 


® the proposals must be revised to retain and preferably to improve 
the volume of private savings in Canadian hands. Canada needs 
a national savings policy for the seventies. Canada also needs to 
broaden its economic democracy. Tax reform should help rather 
than hinder by including: 
—an adequate taxconcession to finance new and growing smaller 
business 
—continuance of the present incentives to the highly produc- 
tive and regional development oriented mineral industries 
—a very different capital gains—estate tax mix 
-—a savings incentive geared to the low and middle income 
earners. 
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® the restrictive and discriminatory international proposals must 
be abandoned so that Canada can advance as a base for inter- 
national business and financial activity. 


® there must be a clear rejection of the thrust of the White Paper 
to preempt an ever increasing share of the national income for 
the federal government. 


7.13 These conclusions are based on the realities of Canada and the 
ambitions of its people. They will strengthen the economic environ- 
ment and provide incentive for Canadians to build for themselves and 
the future of Canada. 
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BRIEF OF LORAM LTD, ON THE WHITE PAPER PROPOSALS 


ave 


B, 


FOR TAX REFORM 


SUM MARY 


Perspective from which the proposals should be examined 


Prosperity and development of Canada and all Canadians requires 
economic growth, The two main ways in which growth can be 
achieved are through the maximization of profits, hence the crea- 
tion of new capital and through the maximization of the generation 
and use of talents, Profits are the costs of the future and business 
is able to create capital through the maximization of profits more 
readily than governments because: 


1, No government has been able to demonstrate that the public 
sector can invest more efficiently than the private sector, 


2, Governments have no yardstick with which to measure per- 
formance, 


3, Governments are unable to change and adapt to change (they 
cannot abandon uneconomic activities), 


4, Governments are not innovative, 


5, The public would not be allowed to maximize the use of its 
talents, 


6, Government costs must be higher due to the fact that every 
dollar must be accounted for, 


7, Governments are not geared to taking risks, 


Growth requires mobilization and maximized use of the talents 
in the whole country, We must encourage people to take risks 
to increase their talents, to stay and provide a prosperous 
growing and viable economy, We should promote repatriation 
and importation of talents where we are lacking, 


A Critique on the White Paper Proposals 


1, The proposal to tax capital gains will inhibit growth because 
it will restrict the creation of new capital and will discourage 
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the maximization of the use of talent due to increased 
risks, 


2, Integration of corporate and personal incomes will inhibit 
growth because it will discourage the retention of profits 
for expansion, 


3, The development of the country's natural resources will 
be discouraged through the elimination of the three year 
exemption for new mines and through the fact that the 
benefits of depletion allowance will disappear on forced 
distribution, 


4, Entertainment expenses are a necessary cost of doing busi- 
ness and any abuses are subject to attack under the present 
legislation, 


5, Changes in depreciation provisions, if any, should be in- 
cluded in the proposals, but recognition should be taken 
of the necessity for incentives by means of special rates 
which will encourage development, 


6. Provision should be made for the filing of consolidated in- 
come tax returns, 


7, The averaging proposals are not sufficiently generous and 
should apply to taxpayers whose incomes are on the decrease 


as well as those whose incomes are on the increase, 


8, Innovation, experimentation and research should be en- 
couraged through special tax incentives, 
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Two of the highest objectives in Canada today are prosperity 
and development, Prosperity and development of a country are no 
panacea, indeed, they are very dangerous, They mean growth and 
growth is never orderly, it is also a change and change in society 
and culture is dislocation, The period in which a society takes off 
on sustained development is a most dangerous time, Economically 
speaking as development starts to become a success it becomes an 


accomplished fact, However, the leaders still think in terms of Development 
traditional society rather than respond to the new reality. At this Required 
moment there is grave danger of a social and political catastrophe, For Growth 


Quebec separatism is an example of this - if no growth occurs 
Quebec will be a depressed area, and therefore more political, 
social and economic unrest will result, Development is risky but 
the alternative is infinitely more risky, At least we can direct, 
lead, control and inspire development, The alternate we can 
barely even hope to survive; just as Canada as a Nation wouldn't 
Survive the separation of Quebec, Economic development is the 
central economic task of this age and for Canada the tie that will 
hold the country together, So far we have misunderstood it, we 
have believed that the task is to make the poor wealthy, 


One of the basic assumptions of the White Paper is that the 
wealth of the rich should be distributed amongst the poor, John 
Pincus of the Rand Corporation has computed that in order to tackle 
the world poverty problem through distributing the wealth of the 
rich nations, to raise the per capita income throughout the world 
to $1,000 per year (still less than 1/3 the U.S. figure) would 
require 1, 4 thousand billion dollars a year, That is more than 
the total annual income of all the developed countries, It is almost 
200 times as much as the U.S, spent on aid in any one year, Even Distribution 


to raise the income of the poor nations to that of the rich among of wealth is 
them i,e, Northern Spain, Formosa or Chile you would have to only effective 
distribute each year, more than the total U.S, national income. if it causes 
Distributing wealth may be good social justice but it has always poor areas 
been absurd economics, Aid can only be a stimulant, the main to become 
growth must come out of the resources of the poor areas them- productive 


selves, Effective aid acts as a catalyst releasing local energies, 
but aid unless carefully planned and ruthlessly administered may 
also tend to inhibit the energies of the recipient rather than re- 
lease them - this has become apparent in many areas of our aid 
to depressed areas, which so very well intentioned, is actually 
causing development failure, We therefore must not inhibit the 
use of our own resources and when we develop an aid program to 
a depressed area it should be designed to create incentive, The 
test for aid to poor areas of the country is therefore whether it 
makes the poor area capable of being productive - if it fails to do 
so it is likely to make those areas poorer still in the not so very 


sie 


* University of Columbia's Journal of World Business - Fall, 1967. 
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long run, To be sure, development requires substantial amounts 
of money in investment, but to succeed, these must come as sup- 
port to effect the existing productive efforts of a going Community. 
No matter how serious a problem an area is we cannot afford to 
waste exceedingly scarce resources - help in such a case only 
makes things worse, but we also need to be able to go to work 
where in spite of the projections of the Economists development 
is none the less happening, The choice is between wasting aid, 
resources, and investment and obtaining real development and 
growth, What we need most is the continued development of 
highly viable areas so that growth will continue to be self genera- 
ting, 


We must evaluate the effects of the new economics with which 
we are attempting to run the country with respect to the basic as- Present 
sumptions of economic theory, There are several assumtpions assumption 
underlying economics today that are no longer tenable, The fact of economic 
that most modern Economists make them subconsciously makes theory no 
it all the more troublesome that these assumptions of economic longer 
theory is that of economic equilibrium, Economic theory assumes _ tenable. 
that the goal of economic policy is a balance, Full employment is 
such an equilibrium - it sees growth as needed only insofar as the 
labour force increases with the growing population, We have since 
learned that a stable equilibrium is not possible in economics, The 
only thing that can give full employment is dynamic dis-equilibrium, 
An economy is like a bicycle - it only has balance when it is moving, 
The forces of growth are always unbalanced - yet only a growing 
economy can be self generating and attain a type of equilibrium, but 
economic growth is hardly known to economic theory least of all to 
the ''new economics", If growth is admitted at all it is treated as 
a disturbance outside the system, Prevailing economic theory is 
based on the assumption that an economy oscillates around the same 
perfect balance, a balance in which there is neither inflation nor 
deflation, neither unemployment nor labour shortage nor idle capital 
or boom - the assumption is an economy that is briskly standing still. 
Qualitative structural change has its growth, Its dynamics are as 
much beyond the ken of economics today as motion was beyond the 
capacity of mathematics before differential calculus, The crucial 
fact of modern economic life, indeed, the great economic change of 
the two Centuries since the industrial revolution, is that product- 
ivity is the central variable and its increase the test of economic 
theory and economic policy, An example of the absurdity of eco- In-put - ici 
nomics today in relation to the real central problem of economic put economic 
growth is that our most sophisticated economic model today,the in- model cannot 
put - output model of the whole national economy, cannot embrace embrace 
any change in productivity at all, All it can do is work out the economic 
consequences of an increase or decrease in production provided the growth 
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technology and productivity remained unchanged, It cannot pre- 

dict how productivity change in a given industry or given economic 
sector will affect the rest of the economy or any other sector. It 
cannot show what would happen or would have to happen for such 
productivity changes to occur or at least become possible, This is 
not because we lack data but it is the result of basic assumption 
underlying the model itself, Growth is a necessary goal of a modern 
economy, its absence in the poor countries and poorer areas is our 
greatest economic danger, The Economists know this as well as 
anyone else and the best among them spend a great deal of their time 
on growth problems, Since, however, their own models exclude 
growth they grope in the dark and everything that pertains to growth, 
try this and try that, and go by fads rather than knowledge. 


Professor Walt Rostow developed in his book ''The State of 
Economic Growth, 1960", the first recognition by a prominent 
“conomist the concept that we need a systematic theory on Economic 
Growth and the first attempt to apply to growth the tools of economic 
analysis, but his underlying assumption that a high rate of savings by 
itself both explains and produces growth has not been found valid, 
Absence of adequate savings makes growth impossible but even abun- 
dant capital investment may produce no growth at all, Indeed, capital 
formation and capital investment may well be the result of growth 
rather than, as Rostow postulated, its prerequisite, One 20th 
Century Economist the late, Joseph Schumpeter, first of Austria and 
then of Harvard, pointed all this out 60 years ago before World War 
I, He also developed the first approach to theory of economic growth, 
He identified innovation as the cause of economic growth and the 
entrepreneur its agent, but since then almost no work has been done 
in the field, 


Innovation is 
the cause of 
economic 
growth, 


World War I ushered in the one period of economic continuity ex- 
tending through World War II, During this period, maintenance 
rather than growth was the central concern, This is: rof>o course, «the 
theme of Keynes! economics, which, in turn, was a re-formulation 
of equilibrium economics and a badly needed one, by Keynes' for- 
mulation was not the growth theory we need nor was it intended as 
such, Indeed, in Keynes' economics there is a conflict in mMaintain- 
ing what we have and what goes beyond it, that is growth, If economic Policy of 


theory cannot overcome this conflict it cannot overcome economic growth need- 
crisis, It is quite clear, to repeat, that we can only maintain equili- ed to main- 
brium through a policy of growth, An economy that stands still how- tain equili- 
ever briskly is an economy in decline, as the British example of the brium., 


last 20 years has shown, 


A cynic may well come to the conclusion that economic perform- 
ance so far in the western countries has been adversely proportionate 


Banking, Trade and Commerce 36: 215 


to the number and prominence of Economists in government ser- Economic 
vice. The cynic may conclude that the more Economists and the growth is not 
more attention paid to them, the worse the economy performs, related to 
Japan and Germany which have grown best have few Economists numbers of 
within the government, Economists, 


There are two very famous names in the business world of 
Japan (the Founding Fathers in fact of the modern Japanese 
Economic State), Iwaski and Shibusawa, For 20 years these two 
men engaged in public debate, ''Maximize profits" said Iwaski, 
"Maximize talents'' said Shibusawa, Today we know that both 
were right for development, We have to. multiply productivity of 
capital, We have to attract the available capital of the economy 
into growth opportunities but for development we also have to 
multiply human resources, We have to attract the human ener- 
gies of society into growth opportunities. Wherever we have 
disregarded these lessons we have failed to generate development, 
Both Iwaski and Shibusawa worked for a strong and achieving Japan 
rather than for a rich Japan. Both men knew that the essence of 
development is not to make the poor wealthy - it is make the poor 
productive. For this, one needs to make productivity the funda- 
mental resource and objective, One needs to multiply talent and 
capital. Japan accomplished development Iwaski's way by attract- 
ing and mobilizing every penny of capital within the country. Asa 
result, a shortage of capital never impeded Japan's development 
so she did not borrow abroad or depend on foreign investors, We 
have to also take a page of Japan's book and attract and mobilize 
every penny of capital within this country. To that end our econ- Growth re- 
omic objectives should be geared, Japan also walked Shibusawa's quires maximi- 
way and attracted, trained and mobilized every ounce of human zation of profits 
energy. She put to work on growth opportunities all the talent the and talents. 
gifted people could muster. If Iwaski's venture banking gave to 
Japan the highest rate of monetary capital formation ever recorded 
Shibusawa's stress on the human energy gave Japan within 30 years 
the highest rates of human capital formation and literacy ever re- 
corded, The two men differed only in their emphasis - Iwaski 
could not have succeeded had he not known how to develop and find 
large numbers of brilliant young men whom he formed into 4 world 
wide management team of the highest esprit de corps and compe- 
tence and Shibusawa's command post was the Dai-Ichi Bank which 
he built into one of the major financial institutions of the country. 


The economics of development and growth rest on the twin 
pillars of developing people and multiplying capital. To get 
development and growth both have to be organized and there must 
be concentration on both, In brief, we need to organize the con- 
tract growing of money and the contract growing of people, 
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What is lacking is effective demand and reward for utilization of 
capital and talents, What is needed is systematic organized 
multiplication of capital resources and their employment on 
development opportunities, Capital without people is sterile 
whereas people can move mountains with minimum amounts of 
capital well motivated and in a climate that promotes its use, 
Development, therefore, requires rapid growth of human talents 
and their employment on opportunities and incentives for people 
to create capital by deferring present enjoyment and using capital 
to create maximum growth, Talents working with capital gives 
growth and prosperity and a better living for all, 


Growth requires mobilization and maximized use of the 
talents in the whole country be this in terms of straight labour, 
technical expertise, management ability or generation of theory, 
In order to attain maximized use and development of talents there 


has to be incentive and the best incentive lies in economics and . 
Incentives 


required to 


the ability to increase economic positions, We must encourage 
people to take risks to increase their talents as generally to in- 


crease talent entails an opportunity cost, We have to encourage BREA LSS 


our people to stay and provide a prosperous growing viable econ- talent. 


omy which promises growth and opportunities, growth and chal- 
lenge and growth and economic rewards, Further, we should 
-promote the repatriation of and the importation of talents into 
Canada in fields in which we are lacking, However, it should be 
as a matter of Government policy where Canada has the talents, 
that Canadian talent should be used, To not utilize fully the talents 
that are available to us is a triple penalty. Firstly, because we 
pay a cost of supporting the unused talent, secondly, because we 
pay a higher cost where there is a shortage of the talent and 
thirdly, because we cut-off growth in the multiplyer effect, An 
example of this is the immobility of labour, The Maritimes have 
a higher rate of unemployed and consequently high welfare and 
unemployment cost whereas Ontario has a shortage of labour re- 
sulting in a high rate of inflation and a higher cost for the same 
services, To encompass growth the theory that we will have to 
develop will first require that economics become teleological, 
That is, it starts out with a goal in the future and works back to 
the present, Historically economic theory has started out with 
the present arrangement of forces and projected from it, This 
assumes that the structure of the future is identical to the struc- 
ture of the present, there is no room in sucha projection dor true 
change such as genuine innovation brings about, It can only admit 
a better allocation of already existing resources of all kinds, in- 
cluding the resource of knowledge, The theory we need must 
start with the postulate that the theme of economic policy is 
genuine change in the wealth producing capacity of the economic 
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resources rather than their re-arrangement, It will have to start 
out in words with the postulate of innovation. This must shift the 
focus of economic theory from cost, where it has always been, to 
risk, This in turn leads to the re-evaluation of the nature, role 
and function of profit, 


Profit fulfils a vital and irreplaceable economic function and 


profitability is the one reliable economic yardstick of investment Success 
decisions, Risk rather than cost becomes crucial, Market test determined 
rather than efficiency determines success, The more nearly by market 
therefore an industry optimizes profit the more it will contribute test 


to national income and economic growth, 


In traditional economics profit serves at best a marginal 
economic function, It is the measurement of the allocation of 
capital resources, If we assume no growth, profit is not even 
particularly important in this role, Then we arrive, as the 
classical economists have, ata pseudo- psychological explanation 
for the existence of profits, though no psychologists have ever 
been able to find the so-called profit motive in nature, Profit in 
all traditional economics in other words is a moral rather than 
an economic strategy category and the attitude towards profit is 
idealogical rather than economic, In traditional economics the 
only risk is lack of information about the past and present and the 
aim of economic policy is to minimize risk, But the moment we 
assume growth, we assume uncertainty, that is, we assume that 
present resources are committed to genuine risk because they are 
committed to making a different and unknowable future, Thus the 
purpose of economic policy in a growth economy must be to enable 
the economy to take bigger but better risks, In growth economics, 
therefore, profit becomes the cost of uncertainty, it is no longer 
surplus, Indeed we can formulate as a law of economic develop- 
ment that there is no profit at all excepting only such profit as 
results from politically imposed monopoly which, of course, is 
"tribute" rather than profit. There are only costs of the future, 
they cannot yet be measured but they are as real, as tangible and 
as certain as the costs of the past that our accounts record, Just 
as we asked with respect to the accounts of the past whether there 
is enough revenue to cover them, we must ask with respect to the 
costs of the future whether there is enough revenue to cover them, 
The central question in respect of profits is whether they are high 
enough to allow the economy to take the risks needed in order to 
grow, This holds true whether we stress capital accumulation or 
consumption in our theories of economic equilibrium, that is, 
regardless of the position we take with respect with the economics 
of today and yesterday, This view eliminates the profit motive, it 
also eliminates profit as a capitalist rakeoff, What they have done, 


In growth 
economics, 
profit is the 
cost of un- 
certainty. 
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and rightly so, is realize that profit is needed for an expanding 
economy regardless of political beliefs or economic structure, 

When we say that profits do not exist but that what we call profits 

are simply costs of the future that we cannot yet allocate. Itis 

clear that we need revenue to cover the risks of investing in growth, 
These revenues can only come out of current production, just as 

the revenues to cover the costs of doing business to-day, the 
accountant's costs can only come out of current production, Current 
production is the only thing in the economy we can dispose of jiteis the 
only present, the rest is either memory or expectation, It is also 
reasonably clear that we musi some how get these revenues into the 
right risk, that they must be used to make the future rather than to 
defend the past, This argues for a strong capital market, The 
minute, however, that we put growth into a model, profit and its 
meaning change entirely. The answer to the cry ''exploitation''is no 
longer to get rid of the exploiters but to create growth in productivity. 
The answer is to make the poor productive and this requires risk, 
uncertainty and profit, 


Business is particularly appropriate for growth because it is 


predominately an organ of innovation, Of all social institutions, 

it is the only one created for the express purpose of making and 

managing change, All other institutions were originally created 

to prevent or at least to slow down change, they become innovators Business 
only by necessity and most reluctantly. Specifically, privately can adapt 
owned business has two advantages where government owned business to change 
has major weaknesses, Business can abandon an unsuccessful and can | 
activity, indeed it is forced to do so if it operates in a market and abandon 
even more if it depends on a market for its supply of capital. There uns uccess -~ 
is a point beyond which even the most stubborn business man cannot ful activity, 
argue with the market test no matter how rich he himself may be. Govern- 
Even Henry Ford had to abandon the Model T when it no longer could ments can- 
be sold, even his Grandson had to abandon the Edsel. Which is more, not. | 


of all institutions, business is the only one that society will let dis- | 
appear, It takes a major catastrophe, war, revolution, etc. to allow 

the disappearance of a university, hospital or government arm no 

matter how superfluous and unproductive they may have been, 
Precisely because business can make a profit it must run the risk of | 
loss, This risk, in turn, goes back to the second strength of business, ; 
Alone, among all institutions, it has a test of performance, No 
matter how inadequate profitability is, it is atest for all to see, 
One can argue that this or that obsolete hospital is really needed in 
the Community, or that it will one day again be needed or one can 


argue that even the poorest University is better than none, The 
Alumni or the Community always have a moral duty to save ''dear old 
Siwash", The consumer, however, is unsentimental, it leaves him 


singularly unmoved to be told he has a duty to buy the product of the 
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company because it has been around a long time, The consumer always 
asks, ''and what will the product do for me tomorrow?'' [If the answer is 
"nothing", he will see its manufacturer disappear without the slightest 
regret and so will the investor, This is the strength of business as an 
institution, it is the best reason for keeping it in private ownership, 
The argument that the capitalist should not be allowed to make profits 
is a popular one, but the real role of the capitalist is to be expendable, 
His role is to take risk and to take losses as a result, This role, the 
private investor, is much better equipped to discharge than the public 
one. We want privately owned business precisely because we want 
institutions that can go bankrupt and can disappear, We want at least 
one institution that from the beginning is adapted to change, one 
institution to prove its right to survival again and again, This is 
what business is designed for, precisely because it is designed to make 
and to manage change. If we want a really strong and effective 
government, therefore, we should want businesses that are not owned 
or subsidized by government, We should want businesses in which 
private investors, motivated by their own self interests - make itself 
interest strong, and deciding on the basis of their own best judgment, 
take the risk of failure, The strongest argument for private enter- 
prise is not the function of profit, the strongest argument is the 
function of loss! Because of the function of loss business is the 

most adaptable, the most flexible of all institutions, It is the one 
that has a clear, even though limited, performance test - it is the 

one that has a yardstick, therefore, it is the one best equipped to 
manage, for if there is a yardstick for results one can determine the 
efficiency and adequacy of efforts. One can say in a business that 
our greatest profits are at a level where we control 95% of the cost 
rather than where we control 99%, Controlling or auditing the last 
4% or 5% necessitated by the trustee nature of the public sector 

costs us much more than the profits from these marginal activities 
could ever be, One cannot say we will control only 95% with respect 
to patient care in a hospital, one cannot say this with respect to 
instruction in the university and one cannot say this in any govern- 
ment agency; there, one has to guess, to judge and to haveopinions, 
In a business one can measure, Business, therefore, is the most 
manageable of all these institutions, The one where we are most 
likely to find the right balance between results and costs of efforts, 
This is the only institution where control need not be an emotianal 

Or moral issue, where in taking control we discuss results and not 
values, 


This then gives the perspective from which we feel we should 
examine the proposals of the White Paper, The first economic 
objective is prosperity for all Canadians and in order for the economy 
to be prosperous it must be growing, Growth requires two things -- 
that we maximize the creation of capital and that we maximize the 
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generation and the use of talent, In order to maximize the creation 
of capital, we must provide and maximize the incentive to take risks 
and defer present enjoyment, In order to maximize talents for all 
Canadians we must encourage the general public by giving it incentive 
to be productive and innovative, We must make the poor productive 
and self-supporting, 


With these points in mind then let us examine the specific pro- 
posals of the White Paper, 
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A. Proposal to; asc Capital Gains 
1. Does the proposal to tax capital ains encourage the 


maximization of the creation of capital? 


A tax on capital gains will have the effect of restricting new 
development because the investor will find that the low-risk 
investments are more attractive in relationship to anticipated 
return. Without the incentive to invest in new development, 
increased productivity will be inhibited and therefore creation 
of new capital will be restricted. 


Since the end of World War II there has been an increasing 
disincentive to invest capital funds in certain risk ventures 
because of the inflationary forces. For example, the cost 
of a D-8 tractor has increased as follows: 


1950 $22,000 
1960 $53,000 
1970 $89,000 


To tax the gains resulting from the investment in projects 
which would utilize this type of equipment would further 
increase the risk and therefore decrease incentive to invest. 


The White Paper not only discourages growth through the 
reduction of incentives to create capital, but it goes so far as 
to advocate the confiscation of capital. 


(a) The proposal fails to recognize that certain absolute 
dollar gains are merely the results of inflation and 
do not represent real or economic gains. 


(b) The combined effect of Estate Taxes, Gift Taxes 
and Capital Gains taxes is to confiscate capital. 
As an example, when an estate tax becomes 
exigible, an heir could well be forced to liquidate 
certain capital assets, thereby, giving rise to 
capital gains tax and double taxation. 


(c) The proposal to tax the proceeds on the sale of 
goodwill, the cost for which has not been allowed 
as a deduction (on hand prior to implementation), 
is also confiscatory. We applaud, however, the 
Government's proposal to permit a deduction from 
income of the cost of goodwill acquired after 
implementation at the rate of 10% per annum. 
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2. Does the proposal to tax capital gains encourage the 
maximization of the generation and use of talent? 


The lack of new development will have the effect of restricting 
the maximization of the generation and use of talent. Existing 
talent will be wasted and in many cases will simply leave the 
country. In addition talent existing in other countries will 

be provided with no incentive to enter Canada. The increased 
risk will cause talented individuals to become somewhat 
lethargic and satisfied with employment in a static business 
community, whereas they might otherwise consider the 
exploitation of their talents by the formation of small business 
enterprises throughout the country. Talent should be encouraged 
and developed. This could be accomplished by the use of 
government programmes (tax deductions or grants) to 

encourage the movement of people from non-productive areas to 
those areas of high productivity potential. It is difficult to 
imagine how the Honourable Minister of Finance was able to 
rationalize his thinking in such a way as to say in Paragraph 1. 10 
of.the White Paper that)... UG¥ce taxes should interfere as 
little as possible with incentive to work and invest........... "s 


Individuals who possess initiative and confidence in the future 
may often elect to defer present enjoyment in favor of the 
greater rewards which may be forthcoming several years 
hence. Such attitudes should be encouraged and vehicles, 

such as stock option plans, should not impose a hardship on 

the individuals but should be recognized as capital transactions, 
the long term benefits of which should be free of tax. 


3, bissthre present law adequate and is it being enforced? 


In Paragraph 3.10 it is stated that 'surplus-stripping" has 
been encouraged by virtue of the exemption of capital gains. 
We suggest that this is an invalid argument for two reasons. 
Firstly, the Supreme Court has recently ruled against tax- 
payers who attempted the classic form of "strip". Secondly, 
the introduction of Section 138A into the Income Tax Act 
1963, specifically prohibits surplus stripping. This section 
has never been tried before the courts and we suggest that 
its enforcement would put an end to Dividend Stripping. 


Paragraph 3.11 states that uncertainty exists because of the 
lack of a clear-cut line between taxable income and tax- 
exempt capital gains. We suggest that recent court decisions 
are making the line more clear cut each day. In addition, 
definitions could be developed by reference to these decisions 
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and to those of the United Kingdom which would remove 

a great deal of the ambiguity and these definitions could 
be enacted as part of the law. We feel that the fact that 
the Government finds the present legislation and juris - 
prudence difficult to interpret is no reason for introducing 
legislation which would remove the problem simply by 
saying that all gains will henceforth be income. 


Paragraph 3.2 implies that all stock market profits and 
all real estate gains are capital gains. We suggest 
however, that short term stock market profits are trading 
profits and are therefore subject to taxation under the 
present income tax act. Recent decisions of the tax 
appeal board and the courts make it clear that a large 
portion of real estate gains are in fact income. We 
suggest that the gains resulting from stock market and 
real estate transactions which are of a clearly capital 
nature should continue to be treated as capital gains and 
should not be subject to tax. The distinction could be set 
out in the law as a function of time. (E.G. - if held five 
years or more, gains would be capital), 


. Alternatives. 


While we strongly object to the concept of taxing capital 
gains, we recognize that the forthcoming legislation may 
not take recognition of the arguments that we have set out 
above. Therefore, without implying that our arguments 
contain weaknesses we should like to recommend certain 
modifications to proposals in respect of capital gains. 


(a) That the proposal to value the shares of widely 
held companies every five years be deleted and 
that gains be taxed only upon realization. The 
inequity of the five year valuation is clearly 
demonstrated by the case of the small business- 
man, who, because of the success of his business, 
decides to expand and use public funds to do so. 
Upon ''going public'' he finds that he must reduce 
his equity position to 50%. Assuming that the 
success of the business continues, it is reasonable 
to assume that a capital gains is likely to accrue 
each year to the individual. If he is required to pay 
a tax on this accrued gain every five years, he could 
well be forced into a position of having to sell some 
of his equity shares in order to pay the tax. He 
would then lose control of the company which he 
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Binteos ation 


Standing Senate Committee 


created. Therefore, it is predictable that the 
five year revaluation will inhibit the growth of 
successful businesses due to the fact that the 
enterpreneur will be reluctant to go public if 
such a move endangers the fact of his control. 
We suggest that there is no such thing as a gain 
until it has been realized and we therefore 
strongly object to the five year valuation concept. 


Capital gains should be deemed to have been 
realized at death. However, in order to avoid 
double taxation cumulative capital gains taxes 
paid should be available as a credit against 
estate taxes. 


That an allowance for inflation be deductible 
from the dollar gains in order to determine 
true economic gains. 


That gains realized from the sale of principle 
residences be exempt from tax. 


Do the proposals for integration of income encourage growth 
through the maximization of the creation of capital? 


(a) 


2-1/2 Year Dividend Restriction. 


The proposal whereby creditable tax can 
pass to shareholders on distribution of 
corporate profits only if such distribution 
is made within 2-1/2 years of the year in 
which the profits are earned will have the 
effect of discouraging corporations from 
re-investing profits into expansion facilities 
thus restricting the creation of capital and 
stunting growth. On the assumption that 
dividends are deemed to be paid on a first 
in - first out basis, then a corporation 
which distributes only a portion of its 
profits each year will eventually reach a 
point at which no creditable tax will pass 
with the dividends. 
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Alternatives 


1, One of the arguments used to justify the 2-1/2 year 
limitation is that the government revenues could 
well suffer a serious drain ina particular year in 
which substantial dividends are declared. With the 
advent of sophisticated computors into the Department 
of National Revenue it should be a simple matter 
to determine the amount of undistributed corporate 
profits at any time and from that data an amount 
determined as a ''reserve'' could be appropriated 
each year out of current revenues. From this 
reserve all future refunds could be paid. Asa 
result, no time limit would be required. 


2. Alternatively dividends could be deemed to be paid 
on a last in - first out basis. In this manner, the 
creditable tax would be able to flow to the shareholders 
each year, if the dividends do not exceed the earnings 
of the past 23 years (which is normally the case). 
This would allow corporations to maintain the 
established business practice of distributing a 
portion of its earnings to its shareholders and 
retaining the balance for expansion without exposing 
their shareholders to dividends against which no 
creditable tax would apply. 


(b) Creditable Tax. 


The present Income Tax Act and Regulations contain 
provisions which encourage industrial and resource 
development. For example, Section 83A provides 
for the write-off of all oil and gas exploration, 
development and acquisition costs. However, upon 
distribution of the corporate profits to the share- 
holders, these incentives will disappear if the 

White Paper proposals are enacted. 


If, for example, an oil and gas company incurs 
sufficient exploration costs (including acquisition 
costs) to create a ''nil'' taxable income, any dividends 
paid will carry no creditable tax and therefore 

the shareholders will be required to pay tax at the 
full rates. This reduced incentive will undoubtedly 
restrict the development of the country's natural 
resources thus restricting the means of creating 
capital. 


2265—15 
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(c) Pre-implementation corporate surplus. 


It is obvious that parent corporations whose subsidiaries 
have substantial surpluses, will, prior to implement- 
ation, cause these subsidiaries to move the surpluses 

up under the present law which provides that inter- 
corporate dividends are tax free. Such an action 

would reduce the funds available within subsidiary 
companies which might otherwise have been employed 

to develop increased productivity. This would restrict 
the size and number of vehicles available for the creation 
of capital. 


The White Paper is not specific as to the rules which 
will apply to surpluses existing prior to implement- 
ation and distributed afterwards. The ambiguities 
are: 


1. It is not clear whether or not all surpluses 
(including capital surpluses) existing on imple- 
mentation day are subject to the special 15% 
tax or whether the rules will apply to Undistributed 
Income only. 


2. The treatment of the ''tax paid'' surplus as it 
passes through a chain of corporations has not 
been clarified. 


We recommend that the special tax should apply to 
Undistributed Income only and that pre-implementat- 
ion capital surpluses should be distributable tax free. 
We further recommend that once a surplus has been 
classified as ''tax paid" it should be available to 
move up through a chain of companies and eventually 
reach the individual shareholders without any tax 
incidence other than the 15% originally paid. 


C. Resource Industries 


1. Do the proposals related to the resource industries encourage 
the maximization of the creation of capital? 


(a) Mining. 


The proposal to phase out the three year tax 
exemption of new mines, will, if accepted, have 
a great influence on the development of Canada's 
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mineral resources. Since the bulk of Canada's mineral 
resources are developed for the purpose of supplying 
foreign markets, the economic feasibility is predicated 
on the international price structures of the various 
products. Many of Canada's existing mines are 
marginal in terms of rate of return for capital dollars 
invested and if future developments are to be subjected 
to a greater tax burden than in the past, this element 
alone could well price the ventures out of competitive 
world markets. In addition investors who provide 

the risk capital that has previously been employed 

in the development of mineral properties, have been 
able to look forward to dividends at a reduced rate of 
tax if the ventures proved to be successful. Since the 
government's proposals will reduce this element of 
inducement, the prospects of obtaining the necessary 
funds will be substantially reduced. 


In the case of coal being mined for the purpose of 
generating electrical power, the removal of the 
three year exemption will undoubtedly result in in- 
creased charges for coal. The proposal that no 
creditable tax should flow with dividends to share- 
holders of Utility Companies, will undoubtedly cause 
the cost to the consumer to rise as well. 


These factors will result in a disincentive for the 
creation of new industry in areas where coal is 
required for the production of electrical power and 
will therefore restrict the creation of capital. 


It is our recommendation therefore, that the three 
year exemption for new mines be retained in the Act 
in its present form, 


(b) Depletion 


The proposal to eliminate the shareholders depletion 
allowance combined with the proposal to integrate 
corporate and personal income taxes has the effect of 
obviating the depletion allowance granted to oil and gas 
and mining companies. This is because, on distribution, 
the creditable tax would be only one-third of the corporate 
taxable income. The following example demonstrates 


this inequity. 


22265—153 
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Onl toeGas"C oniitd. 


Widely Closely 


Held Held 
Taxable income before 
depletion allowance $300 300 
Depletion allowance - 1/3 100 100 
200 200 
Tax - 50% 100 100 


Shareholder (assume 50% marginal rate) 


Dividend income $200 200 
Gross-up 50 100 
250 300 
Tax - 50% 125 150 
Less - creditable tax 50 100 
Personal tax (tS 50 

Total tax (corporate & personal) We iis) if) 
% of income 58. 3% 50% 


Any concession to the corporation for risk should 
also be passed on to the shareholder, This could be 
partially achieved by granting the shareholder a 
taxable credit for depletion taken by the corporation. 
The proposal to withdraw the shareholders’ 
depletion allowance will seriously impair the ability 
of the industry to raise the large amounts of capital 
required to find and develop Canada's natural 
resources. Unless there is some incentive to share- 
holders of the high risk extractive industries, 
investment funds will be diverted to mature, stable, 
tax paying corporations. To develop Canada we must 
encourage development of its natural resources. 
Without this development, the formation of the base 
for the creation of new capital will be restricted. 


Past investments by petroleum corporations were 
made in the expectation of realizing a rate of return 
based on an effective corporate tax rate of 33-1/3% 
To propose a 50% rate of tax on these past investments 
after a short transitional period is retroactive 
legislation. The present depletion allowance on past 
investments should be carried forward indefinitely 

or at least phased out over a longer period than 
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five years. 


2. Do the proposals related to the resource industries 


encourage the maximization of the generation and 


use of talent? 


Many of Canada's resources have been developed as 

a result of the initiatives taken by talented individuals. 
It is common in Western Canada to see exploration 
companies formed by small groups of experts (petroleum 
engineers, gelogists, etc.) and to see these companies 
grow through the utilization of expertise and capital 
provided by investors who have been convinced that the 
ability of these individuals will cause the risk to be 
minimized. The disappearance of the depletion 
allowance (on distribution) coupled with the proposal 
to tax capital gains will substantially reduce the 
incentive of both the individuals and the investors to 
enter into such programs. Both of these factors will, 
therefore, inhibit the maximization of the use of 
available talents and thus restruct the development of 
natural resources and the growth of the country as a 
whole. 


D. Entertainment Expens es, 


The proposal that entertainment expenses should not be 
deductible from income is both unfair and unnecessary. 

It is clear that the intention of such a proposal is 

essentially to ensure that certain expenses of a personal 
nature will no longer be available as write-offs (yachts, 
fishing lodges, etc.). We suggest that the present legislation 
is sufficiently broad to cover such abuses. In addition, we 
feel that certain entertainment expense should continue to be 
allowed since they definitely represent costs of earning 
income. We recommend, therefore, that no changes be made 
to the existing legislation in this respect. Japanese and 
European business men use special personal expense 
advantages to their more promising people to motivate 
performance, acceptance of responsibility, and development 
of talents for the benefit and growth of the business. It is 

a special carrot for those who perform. The Canadian 
Income Tax structure should be so geared to give these 
same incentives so corporations are able to compete for 
talent on the same basis as our international competitors. 
Remember corporations don't wantonly incur expenses and 
any cost or benefit from this type af expenditure is shared 
with the business and the government for their mutual benefit. 
Without talent both suffer. In most corporations it is self- 
policing and will not be abused. 
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i Dye Depreciation. 


The proposals of the Minister, except for certain specific 
recommendations, do not dwell on the question of depreciation 
rates. However, the statement that ''......... some have 
suggested that they (rates) are too gencrous............ HM 
seems to imply that such so-called generosity has resulted 

in inequities. We should like to point out that in cases where 
the rates may appear to exceed those necessary in relation- 
ship to the useful life of the assets that these rates were 
purposely introduced as incentives to assist businesses to 
expand their operations and thereby encourage economic 
growth. We feel that this method of providing incentives 

will continue to be one of the most effective means of insuring 
the economic growth of the country and that the Government 
should take recognition of this. The fact that the Minister 
may, by means of amending the regulations, make whatever 
changes he wishes to the depreciation rates, leaves the tax- 
payer in a position of uncertainty. We recommend, therefore, 
that any depreciation changes to be made should be set out as 
part of the total tax reform but that in any event, the incentive 
aspect built into the rates should not be eliminated. 


F. Consolidated Returns. 


The Government has chosen to disregard the Carter proposal 
that affiliated corporations be permitted to file consolidated 
income tax returns. The rationale for this decision is that 

the partnership option will be available to affiliated corporations. 
However, the rules intended for the partnership option are so 
restrictive that many affiliated corporations would be unable to 
comply. For example, a minority shareholder may choose to 
take up residence in the U.S. A. thereby violating the rule that 
all shares must be owned by Canadian residents. 


There are many situations in which the formation of separate 
corporations is either desirable or necessary. Some examples 


are: 

1, Limited liability provided each corporation. 

2. Separate financing arrangements can be made. 

3. Vehicle for the inclusion of minority shareholders 


in specific ventures. 


4. Political expediency. 
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5. Provide incentive to individuals by delegating responsibility 
for success of separate entities. 


It is our view that a corporation should not be prevented from 
offsetting the loss of one business against the profits of another 
merely because of the fact that through the application of 
generally accepted business practice, separate companies were 
used to conduct each business. Divide up companies - encourage 
talent. We recommended therefore, that affiliated corporations 
be permitted to consolidate their income for tax purposes, 


G. Income Averaging. 


The proposal whereby a taxpayer may pay a tax ata special 
rate on the amount by which his income for a year exceeds 

the average of his income for the previous four years by 

more than one-third appears overly restrictive. In addition, 
the averaging provisions apply only when a taxpayer's income 
is on the increase. An individual is apt to realize a particularly 
high income in a specific year as a result ofhis application of 
special talents. To provide the minimal tax relief proposed 
would be to discourage individuals from exploiting these talents 
and thus restrict growth. The existing provisions, although 

not as broad in scope, are more generous than those proposed, 
as are the provisions in the United States. We recommend that 
the averaging provisions should not contain the restriction 

of the one-third excess but that the total amount by which the 
income of a year exceeds a four year average should be subject 
to the special rate. We also recommended that the tax payer 
should have the option of averaging the high year's income 

with the lower incomes of subsequent years. 


H. Innovation, Experimentation and Research. 


In order to encourage the development and use of talents, 
measures are needed which will provide automatic tax 

relief for those incurring costs in areas of innovation, 
experimentation and research. Between 1962 and 1966 
Section 72A of the Income Tax Act provided for an additional 
deduction from income of 50% of scientific research costs. 

It is our opinion that this section should be reinstated and 
broadened to include innovation and experimentation. 


When Section 72A was repealed, the Government introduced 

in its stead the Industrial Research and Development Incentives 
Act which provides for grants of 25% of capital expenditures 
and 25% of eligible current expenditures in excess of the 
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average of such expenditures incurred in the previous five 
years. It is felt that these grants are too restrictive in 
amount and the requirements to obtain approval from the 
Department of Industry makes the determination of those 
who benefit arbitrary. 


A taxpayer who embarks on a program of research is 
presently uncertain as to whether or not he may anticipate 
government participation and this uncertainty inhibits 

the creation and growth of such programs thereby inhibiting 
the growth of the entire country. 
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THE MANNIX GROUP OF COMPANIES 
SUMMARY 


The Mannix group of companies is primarily concerned with the 
development of Canada's natural resources. The 1969 total sales or 
revenue of the group amounted to $85 million. The 1969 payroll was 
approximately $23.4 million and the average total monthly number of 
employees was 2,400. 


LORAM LTD. 


Management Services Company providing most of the common 
directorate for all associates and subsidiaries. 

Head Office ~ Calgary, Alberta 

Annual payroll ~ $492,000 

Number of employees - 30 


SUBSIDIARY COMPANIES 


Mannix Co, Ltd. 

Heavy engineering construction 

Head Office - Calgary, Alberta 

Since 1958 company has completed an annual construction volume 
equal to approximately 1% of the total volume of Canadian 
engineering construction 

1969 payroll - $13,605,000 (head office and field) 

Number of employees - 1,223 

Areas of operations - Canada, Northwestern United States and 

Australia 


Mon-Max Services Ltd. 
Design, engineering and plant construction for petroleum, gas, 
chemical and heavy manufacturing industries 
Head Office ~ Calgary, Alberta. Branch Office - Toronto, Ontario 
1969 payroll ~ $1,546, 000 
Number of employees - 96 (head office and field) 
Area of operations - Alberta and Ontario 


Lethbridge Concrete Products Ltd. 


Concrete block production, sale of aggregate and ready-mix 
concrete 

Head Office - Lethbridge, Alberta 

1969 payroll - $250,000 

Number of employees - 37 
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J.L.E. Price & Company Limited 
Building construction 
Head Office - Montreal, Quebec 
1969 payroll - $1,519,000 
Number of employees - 210 (head office and field) 
Area of operations - Eastern Ontario, Quebec (Montreal area) 
and Maritime Provinces 


Manark Holdings Ltd. 
Supply company 


Head Office - Vancouver, British Columbia 

1969 payroll - $42, 000 

Number of employees - 5 

Area of operations - Western Canada, but also sells products to 
Mannix Co. Ltd. projects across Canada 


ASSOCIATED & AFFILIATED COMPANIES 


Alberta Coal Ltd. 
Coal production by surface methods and coal exploration 
Head Office - Calgary, Alberta 
1969 payroll = $1,918, 000 
Number of employees - 330 (head office and field) 
Total coal production ~- 4, 1 million tons or 38% of total Canadian 
coal production in 1969 
Area of operations - Alberta and Saskatchewan 


Alberta Concrete Products Co. Ltd. 
Ready-mix concrete and contract paving 
Head Office - Edmonton, Alberta 
1969 payroll - $2,970,000 
Number of employees ~ 356 (head office and field) 
Area of operations - Edmonton, Alberta 
1969 concrete production - 369,000 cubic yards 


Manalta Holdings Ltd. 


Ranching and real estate 

Head Office ~ Calgary, Alberta 

1969 payroll - $50,000 

Number of employees - 9 

Ranching operations at Calgary and Medicine Hat, Alberta 
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Pembina Pipe Line Ltd. (Public Company) 
Oil transportation, cil and gas exploration and production 
Head Office - Calgary, Alberta with field office at Drayton 
Valley, Alberta 
1969 payroll - $1,004,000 
Number of employees - 100 
Operating statistics in 1969: 
Crude oil transmission throughputs - 130,590 barrels per 
day 
Oil and gas production - 2,990 equivalent daily barrels 
Net acreage ~ 1,418,000 in Alberta, British Columbia, 
Saskatchewan, MacKenzie Delta, Yukon Territories 
and Arctic Islands. 


Standing Senate Committee 
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Thirty-First Proceedings on the Government White Paper, 
entitled: 
“PROPOSALS FOR TAX REFORM” 


WITNESSES: 
(For list of witnesses see Minutes of Proceedings—Page 37: 5) 


APPENDICES: 


“A”— Brief from The Trust Companies Association of Canada. 

“B”— Brief from The Toronto Real Estate Board. 

“C”__ Brief from the Canadian Institute of Public Real Estate Companies. 
“D”—Brief from the Canadian Gas Association. 

“R”__ Brief from the Canadian Association of Oilwell Drilling Contractors. 
“F”__Brief from the National Association of Tobacco and Confectionery 


Distributors. 
eae0I—" 


“ons 


THE STANDING SENATE COMMITTEE ON 
BANKING, TRADE AND COMMERCE 


The Honourable Salter A. Hayden, Chairman 


The Honourable Senators: 


Aird Desruisseaux Kinley 
Aseltine Everett Lang 
Beaubien Gélinas Macnaughton 
Benidickson Giguere Molson 
Blois Grosart Phillips (Rigaud) 
Burchill Haig Walker 
Carter Hayden Welch 
Choquette Hays White 
Connolly (Ottawa West) Hollett Willis—(30) 
Cook Isnor 
Croll 


Ex officio members: Flynn and Martin 


(Quorum 7) 


ORDERS OF REFERENCE 


Extract from the Minutes of the Proceedings of the Senate, November 19, 
1969: 

“With leave of the Senate, 

The Honourable Senator Martin, P.C., moved, seconded by the Hon- 
ourable Senator Langlois: 

That the Standing Senate Committee on Banking, Trade and Com--. 
merce be authorized to examine and report upon the White Paper inti-- 
tuled: ‘Proposals for Tax Reform’, prepared by the Minister of Finance 
and tabled in the Senate on Tuesday, 18th November, 1969. 


After debate, and— 
The question being put on the motion, it was— 


» 


Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, December 19, 
1969: 
“With leave of the Senate, 
The Honourable Senator Phillips (Rigaud), moved, seconded by the 
Honourable Senator Robichaud, P.C.: 


That the Standing Senate Committee on Banking, Trade and Com- 
merce be empowered to engage the services of such counsel and technical, 
clerical and other personnel as may be necessary for the purposes of its 
examination and consideration of such legislation and other matters as 
may be referred to it. 


After debate, and— 
The question being put on the motion, it was— 


Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, February 18, 
1970: 
‘With leave of the Senate, 
The Honourable Senator McDonald moved, seconded by the Honour- 
able Senator Hayden: 
That the Standing Senate Committee on Banking, Trade and Com- 
merce have power to sit during adjournments of the Senate. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


ROBERT FORTIER, 
Clerk of the Senate. 
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MINUTES OF PROCEEDINGS 


WEDNESDAY, June 24th, 1970. 
(60) 
MornInG SITTING | 


Pursuant to adjournment and notice the Standing Senate Committee on 
Banking, Trade and Commerce met this day at 9:00 a.m. to further consider: 


The Government White Paper entitled: “Proposals for Tax Reform”. 


Present: The Honourable Senators Hayden (Chairman), Aseltine, Beaubien, 
Benidickson, Blois, Burchill, Carter, Flynn, Gelinas, Haig, Hollett, Isnor, 
Macnaughton, Martin, Molson, Phillips (Rigaud) and Welch—(17). 


In attendance: Roland B. Breton, Executive Secretary. 
WITNESSES: 
TRUST COMPANIES ASSOCIATION: 


Mr. C. F. Harrington, President and Chairman of the Board, The Royal 
Trust Company; 


Mr. J. K. Allison, Expert Group (Montreal Trust); 

Mr. F. D. I. Bray, Expert Group (Montreal Trust); 

Mr. E. J. Brown, Expert Group (Canada Permanent Trust); 
Mr. V. G. Hobbes, Expert Group (Royal Trust); 

Mr. D. Lebbell, Expert Group (Royal Trust). 


THE TORONTO REAL ESTATE BOARD: 
Mr. D. B. Kirkup, Public Relations & Research ines 
Mr. J. Strung, President; 
Mr. B. R. B. Magee, Chairman; 
Mr... R.. J. Dart, Accountant; 
Mr. H. H. Strikeman, Counsel. 


At 12:00 Noon the Committee adjourned. 


AFTERNOON SITTING 


2:00 p.m. 
At 2:00 p.m. the Committee resumed. (61) 


Present: The Honourable Senators Hayden (Chairman), Beaubien, Beni- 
dickson, Blois, Burchill, Carter, Haig, Hays, Hollett, Isnor, Macnaughton and 
Phillips (Rigaud)—(12). 


* The Honourable Senator Phillips (Rigaud) Acting Chairman in the Chair. 


Present but not of the Committee: The Honourable Senators Fournier 
(Madawaska-Restigouche), Laird, Prowse and Smith—(4). 
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ITNESSES: 
ah ohne INSTITUTE OF PUBLIC REAL ESTATE COMPANIES: 
Mr. J. Soden, Q.C., President, Trizec Corporation; 
Mr. A. Scace, Counsel, of McCarthy and McCarthy, Barristers and 
Solicitors, Toronto; . 
Mr. P. Kelly, President, Canadian Interurban Properties. 


* The Honourable Senator Hayden (Chairman) in the Chair. 


THE CANADIAN GAS ASSOCIATION: rdate 
Mr. R. G. Wall, Vice-President & Treasurer, (Trans Canada Pipelines 
i bryos ay is 
Mr. G. E. Miller, Controller, (Union Gas Company of Canada Ltd.) ; 
Mr. R. Sim, Manager of Taxation, (Trans Canada Pipelines Ltd.) ; 
Mr. M. H. Klein, Counsel, Phillips, Vineberg and Company, Montreal. 


CANADIAN ASSOCIATION OF OILWELL DRILLING CONTRACTORS: 
Mr. R. E. Sparrow, Director, (President Argus Drilling Ltd.); 
Mr. J. D. Porter, Executive Vice-President & General Manager; 
Mr. H. J. Irwin, President of Association, (President G. P. Drilling Ltd.) ; 


Mr. A. G. Burton, Advisor to Association (Partner Peat, Marwick & 
Mitchell) ; 


Mr. G. F. Pearce, Advisor to Association, (President Foster Economic 
Consultants Canada Ltd.). 


NATIONAL ASSOCIATION OF TOBACCO & CONFECTIONERY 
DISTRIBUTORS: 

Mr. E. J. Hartnett, Chairman of the Association; 

Mr. J. L. Cunningham, Assistant Director; 

Mr. P. Kaiser, C.A., Consultant. 


Ordered: That the documents submitted at the meeting today be printed as 
appendices to these proceedings, as follows: 
A—Brief from The Trust Companies Association of Canada. 
B—Brief from The Toronto Real Estate Board. 
C—Brief from the Canadian Institute of Public Real Estate Companies. 
D—Brief from the Canadian Gas Association. 
E—Brief from the Canadian Association of Oilwel 


F—Brief from the 
Distributors. 


1 Drilling Contractors. 
National Association of Tobacco and Confectionery 


At 5:25 p.m. the Committee adjourned to the call of the Chairman. 
ATTEST: 


Frank A. J ackson, | 
Clerk of the Committee. 
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THE STANDING SENATE COMMITTEE ON BANKING, 


in | | TRADE AND COMMERCE 


Ottawa, Wednesday, June 24, 1970 


The Standing Senate Committee on Bank- 
ing, Trade and Commerce, met this day at 9 
am. to give further consideration to the 
White Paper entitled “Proposals for Tax 
Reform”. 


Senator Salter A. Hayden (Chairman) in 
the Chair. 


The Chairman: Honourable senators, we 
have a number of briefs today. The first is 
that of the Trust Companies Association of 
Canada. Mr. Harrington will make the open- 
ing statement, then the questions may be 
placed. 


Mr. C. F. Harrington, President, The Trust 
Companies Association of Canada: Mr. Chair- 
man, honourable senators, may I introduce the 
groups accompanying me: Mr. WwW. A. Bean, 
Canada Trust; Mr. F. E. Case, Montreal Trust 
and Mr. E. H. Heeney, National Trust. 
Then my team of experts sitting on my 
right: Mr. J. K. Allison, Montreal Trust; Mr. 
F. D. I Bray, Montreal Trust; Mr. E. J. 


Brown, Canada Permanent Trust; Mr. Vor. 


Hobbes, The Royal Trust; Mr. D. Lebbell, The 
Royal Trust. 

_ From our Association, Mr. E. F, K. Nelson, 
Executive Director and Mr. J. Sayers, his 
assistant. 

We are very pleased, sir, to have the oppor- 
tunity of appearing before you today to sup- 
port our brief on the White Paper on Taxa- 
tion. It is made up of a general section and a 


series of technical papers. A number of those 


. 


who worked on it are here with me. With 
your permission, Mr. Chairman, I will refer 
specific questions to one or other of these 


- gentlemen. 


My opening statement will be quite short, 
since our brief contains a summary and no 
doubt has already been analysed by your 


| staff. 


Because our Association represents pretty 
well all the corporate trustees in Canada, you 


a EVIDENCE 


may well be interested in questioning us on 
the subject of trusts. I might mention that, in 
response to the invitation contained in the 
White Paper, representatives of our Associa- 
tion have had conversations with officials of 
the Department of Finance and we are 
endeavouring to supply them with any infor- 
mation on trusts which may be useful to 
them. 

In our brief we indicated the possibility of 
the Association undertaking a study of trusts, 
the results of which would be given to the 
Government. Since that section was written it 
has become evident that such a study is not 
essential and that we can provide the neces- 
sary information in other ways. We have, 
therefore, decided that it need not be 
undertaken. 

I believe that our brief indicates our basic 
point on the taxation of trusts, which is that 
there are many different kinds established for 
many different purposes and that these 
cannot and should not be treated alike for tax 
purposes. 

One of the sections of the White Paper 
which has particularly concerned us -is the 
proposals for the treatment of investment 
fund trusts. We think that these proposals 
have been based on some misconceptions. It is 
our opinion that the taxation of investment 
fund trusts should continue to be on the 
existing basis where the conduit principle is 
employed. The proposals of the White Paper 
would be particularly damaging where 
income type funds are involved; that is to 
say, where the investment is in debt securi- 
ties, bonds and/or mortgages. It might be 
helpful to illustrate this by one of my own 
company’s funds with which I am _ well 
acquainted. The Royal Trust “A” Fund is 
invested in mortgages. It has had an excellent 
reception by the investing public. Many of 
the participants in the Fund would have dif- 
ficulty as small investors in buying mortgages 
directly. The Fund has played an important 
role, we believe, in supplying mortgage 


t 
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money for Canadian families. Unfortunately, 
the proposals of the White Paper would result 
in a much heavier tax impact on the partici- 
pant in this type of fund than would be the 
case if he owned the underlying securities 
directly. The proposals would have the effect 
of making the fund completely unattractive. 
This is true of the variety of income funds 
maintained by other trust companies. 


Before turning to other aspects of the 
proposals, I should like to quote section 1.05 
of our brief. 

There appears to be in Canada a 
frightening tendency for the total 
demands of governments on the Gross 
National Product to increase in percent- 
age and to grow faster than the growth 
of our national productivity. This process, 
among other side effects, constantly 
erodes the private ability to save and 
discourages the saving process by the dif- 
ficulties which it imposes. The implica- 
tions of this continuing trend cause us 
great uneasiness for the future of our 
country. 


We, of course, welcomed Mr. Benson’s 
recent letter, addressed to the chairmen of 
the two parliamentary committees, giving 
assurance that the Government would not use 
tax reform proposals for the purpose of 
increasing its revenue. However, the letter 
does not alter the fact that it is proposed to 
increase the tax burden of those in the 
approximately $10,000 to $25,000 annual 
income range, whose taxes are already heavy, 
particularly when compared to their Ameri- 
can counterparts. This group contains many 
of those younger people who are doers and 
savers in our country and who may well find 
that the attractions of Canada are too expen- 
sive to hold them. 


One of our principal concerns is the impor- 
tance of the encouragement of capital 
accumulation here, for we can see little possi- 
bility of our capital needs being reduced in 
the foreseeable future. Our concern in this 
regard leads us to the conclusion that a capi- 
tal gains tax is economically undesirable at 
this stage of our development, and also that 
the proposed treatment of non-reside | 
tors who have been important contri 
capital in Canada is unwise. We co 
White Paper’s approach to Cana 
become non-residents to be most re 

The proposals for 
and corporate income 
of much debate, and 


nt inves- 
butors of 
nsider the 
dians who 
grettable, 

integration of personal 
have been the subject 


Standing Senate Committee 


we have found differ- | 


ences of opinion within our own association. 
However, we find ourselves in agreement that; 
provision should exist to reduce double taxa-, 
tion of that part of corporate income which is. 
distributed by way of dividends. Essentially, 
what we dislike about the integration propos- 
als is their complexity and the uncertainty of, 
their effect. We think that they should be: 
carefully reassessed. 

I told you I would try to be brief and I 
have. That, in effect, is our © opening: 
statement. 


§ 
eS] 
Senator Phillips (Rigaud): May I suggest, 
Mr. Chairman, that with the time problem at, 
our disposal today we ask these gentlemen 
present on this group to start off at least with’ 
a discussion of the problems that directly 
affect them, the ones that Mr. Harrington) 
referred to. Say by way of a start the invest- 
ment fund problem, which is covered by a | 
special technical paper. ' 


Mr. Harrington: That is a very important 
question, and I will ask Mr. Jack Hobbes to’ 
speak about that. 


§ 


Senaior Phillips (Rigaud): It is found on. 
page 59 of your brief. can 


Mr. V. G. Hobbes (Expert Group, The Trust, 
Companies Asseciation of Canada): Mr. Chair-| 
man, we have compressed our comments on. 
the effects of the proposals on investment 
funds into 27 paragraphs, but I think I can 
probably summarize the gist of our argu-' 


ments in about three or four minutes. 7 | 


There are altogether 32 investment funds | 
operated by Canadian trust companies. They 
have assets running to about $1.1 billion to. 
$1.2 billion at the present time. They were. 
organized over the last 12 years, with two | 
main objects in view. One was to make it! 
possible to provide investment management ! 
to small investors without the necessity of. 
charging a basic minimum fee, which would be | 
excessive to small accounts. The other reason | 
was that we found that as the number of. 
accounts that were pension funds that we are | 
responsible for built up, there was a scarcity | 
of qualified investment managers. Therefore, | 
One of the first advantages of this particular | 
arrangement of pooling accounts in funds is | 
that we economize on that rather rare talent, 


Which is the ability to manage investments — 
satisfactorily, | 


These investment funds are, without excep- | 
on, organized as trusts. Under the law as it | 
now stands, trusts pay no income tax what- | 


ti 
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ever, provided their income is fully distribut- 
ed each year. The trust, in other words, is 
invisible to the tax gatherer. This means that 
an individual participant in such a fund is 
taxed in exactly the same manner as if he 
owned the share assets directly. If he is a 
Canadian invidual taxpayer, he is entitled to 
claim the 20 per cent tax credit on the por- 
tion of his income represented by dividends 


from taxable Canadian corporations. If he isa 
tax-free entity, a registered retirement sav- 


ings 


plan, for example, the income | is 
automatically re-invested on his behalf tax 
free. If he is a foreign resident, the usual 15 
per cent withholding tax is deducted, and so 
on. 
The White Paper proposes to change this 
very sensible and straightforward arrange- 


’ ment by declaring in paragraph 5.56 that 
‘investment funds organized as trusts should 


———< wr 


henceforth be taxed as though they were 
incorporated mutual funds. In paragraph 4.61 
we find mutual funds arbitrary classified as 
widely held corporations, despite the fact that 
they meet none of the specifications laid out 


in paragraph 4.43. At the end of paragraph 


~ — 


461 we find a statement to the effect that 


mutual fund shareholders are indistinguisha- 
ble from shareholders of other corporations. 


a 


_ participants 
‘income tax and additional capital gains tax; 
that is to say, additional to the tax they 
would pay if they held the assets directly. 
’ The amount of the extra tax varies in a hap- 
' hazard 
_ depending upon the nature of the assets of 
the fund and the tax status of the participant, 
_ with results that in some cases are often quite 
_ weird. For 
_ participants actually pay a much greater 
, extra tax than taxable participants. A regis- 


For reasons set out in detail in our brief, we 
believe this to be a totally false premise. 

- The effects of the proposals are to subject 
in such funds to additional 


and apparently aimless fashion, 


instance, so-called non-taxable 


tered retirement savings plan, for instance, 
will lose 50 per cent of all interest due to 


‘ them, and one-third of all capital gains real- 
’ ized if they invest for the fund. The foreign 


holder who is not, except under special cir- 


cumstances, supposed to pay capital gains tax 
at all, actually does so at a higher rate than 


many taxable Canadian participants. Inves- 
tors who prefer to invest in a fund holding 
mortgages or Canadian Government bonds 
are subjected to an extra tax, but not those 
whose fund is confined to Canadian common 
stock. 
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The consequences of the proposals for these 
funds are, in brief, so difficult to reconcile 
with the avowed intention of establishing 
equity between taxpayers and so inconsistent 
with many of the principles espoused by the 
White Paper itself, that we can only conclude 
that they are unforeseen rather than deliber- 
ate, the result of trying to force a square peg 
into a circular pigeon hole. They stem, as I 
suggested earlier, from an erroneous concep- 
tion of the nature and purpose of these funds. 

There are clear inconsistencies between the 
treatment of these funds in the proposals and 
the tendency of the authors of the paper in 
many other contexts to look through the form 
and deal with the substance. The recommen- 
dations do not block any loopholes, because 
there are no loopholes to block. There will be 
no gain to government revenues, because par- 
ticipants will merely withdraw their money 
from the funds and invest them directly so as 
to escape the extra tax. Small investors will 
lose a convenient and economical investment 
vehicle. Funds designed to provide income 
will simply be extinguished, with the loss of 
possibly as much as $100 million a year to the 
mortgage market. There is, in fact, nothing to 
be gained and a great deal to be lost if the 
proposals are applied to the funds in their 
present form. 

At the end of this section of our brief we 
suggest a simple arrangement by which par- 
ticipants can be taxed on the income of capi- 
tal gains received from their interest in the 
funds in a completely equitable manner, and 
at a substantial savings in administrative 
costs, both to the fund administration and the 
Government itself. 

We recommend that the tax treatment of 
these funds remain on the present basis, sub- 
ject to a requirement that, both income and 
realized capital gains be distributed at least 
‘annually to be taxed where appropriate, in 
the hands of the recipients. We also recom- 
mend that some means be adopted whereby 
realized losses can also be made available to 
participants. For instance, it could be done as 
a write-off against other income with the cor- 
responding write-up in the book cost of the 
shares of the fund itself or as a loss carried 
forward by the fund against capital gains 
realized in later years. Mr. Chairman, that 
concludes my summary of that section. 


Senator Phillips (Rigaud): I would like to 
put one question, In attempting to appreciate 
what you. have said with respect to invest- 
ment funds, you have referred to the mutual 
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funds. I do not think you have dealt in your 
brief with the subject matter of a mutual 
fund and I am wondering whether the trust 
companies would care to do so, so that we can 
get the significance of the differentiation you 
are drawing. Are you also suggesting that the 
proposed treatment of mutual funds in the 
White Paper is undesirable? 


Mr. Harrington: The mutual fund people 
came themselves and presented their own 
brief. We have some knowledge of what was 
in it and I think basically we agreed with 
what they said. Would you like to fill that in 
for the senator? 


Mr. Hobbes: There are differences in detail 
due to the fact that there are two types of 
funds. For instance, most of the trust compa- 
ny funds are priced once a month rather than 
every year. They are not sold through sales- 
men and there is no loading charge. 

As I mentioned in the introduction of my 
remarks, the origin of these were primarily to 
make it possible to handle our own clients. In 
fact, roughly speaking, about half of the par- 
ticipants of our funds are people who deal 
with trust companies anyway. In a sense, it is 
an internal operation. 

There are some minor differences there. 
The reason why we have to say something 
about mutual funds is because of paragraph 
5.56 which says that in future we will be 
dealing with mutual funds. As Mr. Harring- 
ton said, there is no difference in the general] 
line of argument between us and the mutual 
fund association. 


Senator Beaubien: Mr. Hobbes, you suggest 
that capital losses be deducted against 
Income, Is that based on an assumption that 
there will be a capital gains tax? 


Mr. Hobbes: I guess for the purposes of this 
section what we have done is to assume the 
broad principles, for example, that a capital 
gains tax might go through. We are dealing 
with the detailed application of the rules for 
these funds which concern us very much. We 
feel that the treatment must be equitable and 
inasmuch as a_ shareholder holding shares 


directly and selling at a loss may utilize that 
loss. 


Senator Beaubien: If there is a Capital gains 
tax? 
Mr. Hobbes: Yes, if there is a capital gains 


tax. We think the same privi 
privilege would a 
to the participant. ilen 
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The Chairman: Mr. Hobbes, how do you 
account for the proposals in the White Paper 
on the basis of the integration proposals being 
implemented. Is that the reason you would 
consider this change in the method of taxing 


trusts? ) 


Mr. Hobbes: I do not think so. It seems to 
me that this is irrelevant to many other sec- 
tions. It also seems that the recommendations 
we made here could be adopted without 
really much reference to anything else in the 
proposals. q 


The Chairman: To switch from the present 
system to the White Paper proposals, what 
elements or factor of tax was being missed 
under the system that is now being followed 
which they think they are catching up to 
now? 


Mr. Hobbes: I think, sir, that perhaps the 
explanation of this is that mutual funds are 
generally organized as corporations. 


The Chairman: I was not talking particular- 
ly about mutual funds, but about the various 
types of trust funds you were talking about 
first. 


Mr. Hobbes: This deals with the broader 
question of the whole trust area. The authors 
of the White Paper actually expressed that 
there is some doubt in their own minds about 
exactly how to treat a trust. This is our feel- 
ing too. There is a suspicion about things 
going on, but they do not know quite what. 


The Chairman: What increase in tax do you 
anticipate there will be if the White Paper 
proposals are implemented in this regard? 


Mr. Hobbes: The increase in tax which I 
was dealing with is an increase in tax over 
and above what an individual would pay if 
he held the shares directly. Right now any 
participant in a fund who holds shares direct- 
ly as well as paying the same tax, whichever 
medium he follows or whether he holds 
shares indirectly through a pool or directly, 
his tax position is identical. Our complaint 
under this proposal is that in some instances 
he will pay a tax over and above that which 


he would pay—can I explain how this would 
happen? 


The Chairman: Yes, please explain that. 


Mr. Hobbes: Let’s take the case Mr. Har- 
rington referred to. A mortgage fund, which is 


entirely mortgages—this is an interesting 
example, 
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Senator Phillips (Rigaud): Do you incorpo- 
rate your investment funds as a vehicle for 


- . 


servicing individuals? You spoke of shares in 
the trusts. 


‘Mr. Hobbes: These funds are trusts and are 
not incorporated. 


Senator Phillips (Rigaud): The share in a 
trust is really not a share in a corporation. 


“Mr. Hobbes: We speak of it as units of 
participation. I would like to illustrate. In a 
mortgage fund which I have in mind, the 
assets consist entirely of residential mort- 
gages. The participants at the present time 
get a cash income of about 9 per cent on the 
value of the units. The income is paid out to 
them and they pay tax on that 9 per cent as 
though it were other interest income. 


The Chairman: That is with their marginal 
rate? 


Mr. Hobbes: That is right. Under the 
proposals the interest income received by the 
fund will be taxed at 50 per cent and the 
participant, because this fund is a widely-held 
corporation, will be allowed to recapture half 
of that in his own tax payment. To boil it 
down, the net effect is the result which is 
now 9 per cent taxable and it will drop to the 
equivalent of 6% per cent. This means, 
obviously, that people are going to seek some 
way of avoiding this by investing directly 
into other media. 


Senator Phillips (Rigaud): This is quite an 
interesting point. On the proposed integration 
system the White Paper states that we create 
-a new taxpayer, which has a corporate exist- 
ence when in fact it is not incorporated. It 
would be a _ constitutional question as to 
whether you could tax a non-existent corpo- 
ration as if it were a corporation. 


The Chairman: Whether you can tax it ata 
corporate rate, saying you are levying it on 
an individual because the tax I take it would 
be on the trustee. 


Mr. Hobbes: No, sir. 


The Chairman: He is taxed as though he 
had no other income, whatever that amount 
would produce in a rate. 


Mr. Hobbes: That is the present situation, 
yes. 


The Chairman: So the present system taxes 
the trustee as an individual if he keeps the 
money? 


37:11 


Mr. Hobbes: That is correct. 


The Chairman: The White Paper would tax 
the trustees as a corporation. Well, I suppose 
there have been all kinds of miracles in a 
lifetime—changing an individual into a com- 
pany without the benefit of incorporation. 


Senator Phillips (Rigaud): What you are 
saying is that the Canada Corporations Act 
about which we spoke last night in the Senate 
might require an amendment, including the 
existence of a non-existing corporation. 


The Chairman: Mr. Hobbes, is there an 
intermediate course? Do you suggest that we 
approach this on the basis that the authors of 
the White Paper require to be educated? I 
think the answer to that would be yes. Is 
there any face-saving device that could be 
employed? 


Mr. F. D. I. Bray, Expert Group, The Trust 
Companies Association of Canada: Perhaps 
one answer to that is that in the paragraph 
5.56, it is said that there is an unfair distinc- 
tion between mutual funds and incorporated 
and trusts of this kind, taxwise. They suggest 
a way to get around this is not to make the 
incorporated mutual funds like a trust, but to 
make a trust like a corporation. The easiest 
solution I believe is along the lines of the 
Canadian Mutual Funds Association recom- 
mendation, to simply reverse that and put the 
incorporated. mutual fund and the trust 
mutual fund in the same pigeonhole, and 
apply the same rules as now apply to the 
trust, to both. 


Senator Phillips (Rigaud): That is exactly 
why I suggested the question be put, in 
regard to mutual funds, so that we could get 
it in the proper perspective. 

I would like to press an important point 
that the chairman made. This seems to be so 
simple to the average person, that the han- 
dling of trust funds is by something like an 
agency for the individual investment. One 
would think that in fact something has hap- 
pened to this which would warrant the 
recommendation in the White Paper. I think 
the chairman put that question, so apprently 
there seems to be no clue to the trust compa- 
nies, as to what prompted the consideration. I 
am still pressing that point, by the chairman, 
on that, as to any inequity in the present law 
or any discrimination against some of the 
taxpayers, resulting from it. 


Mr. Bray: I think there are none, sir. 2 
believe there are no loopholes to be blocked 
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here, as I said. What we are asking for here 1s 
simply the recognition of the conduit princi- 
ple—which, incidentally, has been largely 
recognized under the present Income Tax Act 
with respect to investment companies. There 
are special tax rules, as you know, which 
virtually eliminate this double burden of tax- 
ation, which would be borne if there were not 
provision for a special kind of corporation 
which is an investment company. So the con- 
duit idea, as applied even to incorporated 
mutual funds, has been really accepted in the 
law for about twenty years. This is a back- 
ward step. 


The Chairman: If you implement the White 
Paper proposals, to what extent would there 
be a tax increase in sum total as against what 
is produced now? 


Mr. Bray: Sir, as far as his income funds 
go, they would simply cease to exist. As soon 
as people discovered that they could hold, let 
us say, Government bonds directly rather 
than through a fund, and get one-third more 
income, they would simply run to the fund, 
ask for their money back and make a direct 
investment. 


The Chairman: All right. So we Wipe out 
that type of fund. Now take your mortgage 
fund. 


Mr. Bray: The same thing. 


The Chairman: It might not be as easy for 
individuals to operate in their own right. 
Their contribution may not be enough to 
secure a mortgage. 


Mr. Harrington: They would invest some- 
where else. 


Mr. Bray: As I pointed out, if they stay 
with the fund, the implication is that they 
will earn 63 per cent. They could certainly 
better that by Z0ing elswhere. 


. The Chairman: Yes. So the obvious answer 
is that they would not Stay with the fund, 
whatever else they may do with the money. 


Senator Beaubien: The shares in the funds 
which were listed would of course go down in 


value to the level of return which 
, afte 
would return more before tax. | es 


The Chairman: At th 


€ moment we were 
talking about normal... 


Senator Beaubien: You 
trying to get 
quoted. 


were talking about 
Over that. They are listed and 
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: 
The Chairman: Are they units? — 


Mr. Bray: The price is determined by the 
asset value, in the same way as any mutual 
fund. : 

Senator Beaubien: There are some that are, 


a 

Mr. Bray: It is not a quoted price. It isa 

price determined in the same way as any 

mutual funds here, by determining the asset 
value and dividing by the number of units. 


The Chairman: 


Is there a market for 
these units? © 


Mr. Bray: They are non-transferrable but 
an individual can, subject to certain notice 
requiremenits—I am speaking of mortgage 
funds, in particular—have these redeemed at | 
the net asset value at the end of the month. | 
This is typically the case. 

The Chairman: That is at the option of the | 
trustee? = 


Mr. Bray: No, 
holder. 


sir, it is at the option of the 
The Chairman: If the holder makes the 
request? 


Mr. Bray: Yes, sir. | 
The Chairman: The holder gets his money | 
back? ; | 


Mr. Bray: Yes, sir. 
The Chairman: In the mutual fund, how 
would it work, how is it dealt with now and 


what is the difference here? Where is the | 
possibility of tax increase? . 


Mr. Bray: I am not really an expert on 
mutual fund, as such, but I ean give you a 
brief summary. First of all, a mutual fund ! 
will normally have itself classed as an invest- 
ment company within the meaning of the act, 
which gives it certain privileges; and to do 
that it must meet certain requirements such | 
as a percentage of income from dividends, a . 
percentage of income from Canadian sources, | 
and so on. Having met those requirements, it — 
is then subject to tax on its net income.of 2m 
per cent. This excludes dividends from > 

anadian corporations. All other income is 
subject to a 21 per cent tax. When it pays | 
dividends to its shareholders, they are permit- 
ted to take the 20 per cent dividend tax © 
credit. The net result of this is that any ~ 
income in the fund, other than dividends 
from Canadian corporations, suffers a net tax 
of about 5 per cent, so there is a small tax — 
loss, as things exist at the present time, but 


—" 


ea 
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this would be increased quite substantially on 
income funds, under the White Paper rules. 


_ Senator Gelinas: I want to clarify my mind. 
If one wishes to hold these in a mortgage 
fund, the secondary market is handled by the 
trust company? 


.-Mr. Bray: The position in most of the funds 
is that the trust company undertakes to see 
that the fund is maintained sufficiently liquid 
to rédeem the shares. 


Senator Gelinas: Up to a point. 
Mr. Bray: No, not up to a point. Without 


limit. 


| Senator Gelinas: The redemption must be 


limited in some way? 


' Mr, Bray: It is limited, I suppose, in the 


_ sense that no bank expects everybody to rush 


in and demand their money back on the same 


_ day. 


The Chairman: How do you keep it liquid 


and follow the injunction that you pay out all 
the income? 


looks after. 


_ Mr. Bray: We keep it liquid. I am speaking 
of this particular fund that my own company 
It has not been a problem, 
because cash inflow is normally greater than 
cash outfiow. You expect the fund to grow. 
You also have repayments of mortgages. You 
also have a reserve of some sort in cash, so 
that the normal circumstances are simply no 


» problem. 


The Chairman: Is there any other question? 


Senator Molson: I want to change the 


subject. 


The Chairman: I was going to say to Mr. 
Harrington, is there any other phase of the 
White Paper that affects the trust company in 
a particular way, such as what we have been 
talking about, that you would like to take 


_ next in order? ky 


Mr. Harrington: We have a large and 
important section on trusts themselves, that 


was put together by Mr. Brown of the 
- Canadian Permanent Trust Company. It 


occurred to me that, as there would not be 
many other groups coming in here talking 
about these things, we might summarize the 
highlights of that for you, if that would 
appeal to you. 


- The Chairman: That is a good idea. 
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Mr. E. J. Brown, Expert Group, Trust Com- 
panies Association of Canada: That is on page 
41. Mr. Chairman, in this section of the brief, 
our main point has been that we feel that 
pure trust concepts should not be prejudiced 
or neutralized by all-embracing tax legisla- 
tion applicable to trusts and designed and 
intended simply to block tax avoidance 
schemes. We are completely satisfied, and we 
believe that in their submission the Canadian 
Bar Association was also satisfied, that there 
is a place and a need for trusteed asset man- 
agement in our economy. We readily admit 
that trusts have been used and are being used 
under the present legislation to create tax 
avoidance structures; and we appreciate the 
Government’s concern that the trust concept 
has been bastardized, if I may use that 
expression, because of that use of the concepi. 


The Chairman: You mean tax avoidance or 
tax evasion? 


Mr. Brown: Tax avoidance and tax evasion, 
both. Even so, we feel that a proper co- 
ordinated research in our industry and with 
the tax policy unit and the Canadian Bar 
Association, we feel that ways can be found 
to eliminate these abuses, if we can use that 
word. 


The Chairman: Let us stop right there. 
What would they have to do? Let us assume 
the income tax people wanted to determine 
whether or not there was an abuse. What 
would they have to do and, is there a simple 
approach to determine that? 


Mr. Brown: It is simple in its outline and 
very difficult in its work. I eannot outline 
what is happening, sir, very much. 

We have already had discussions with the 
Tax Advising Unit, Mr. Brown and a particu- 
lar section of the Canadian Bar Association, 
and between the three groups we have 
outlined a program, one of definition and 
delineation of the different types of trusts, if 
you like, right through the pure testamentary 
trusts to the business trusts. The brief, start- 
ing at page 71, suggests in a very elementary 
way how some of these types of trusts are 
used. 

Now, we will have to go into much more 
legal detail before we can come to any con- 
clusion as to whether there is any possibility 
of segregating the types of trusts into differ- 
ent taxable units, if you follow me this far. 
Beyond that, we would also have to catalogue 
all the tax avoidance types of trusts there are. 
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We are really probably indebted to Mar- 
shall Cohen who produced in 1964 a paper for 
the Canadian Tax Foundation which is proba- 
bly the best thesis on tax avoidance and tax 
evasion schemes by use of trusts that there is 


in existence. 


Senator Phillips (Rigaud): I am sorry I did 
not read that more carefully. 


Mr. Brown: It has to be the most learned 
work in the country on this subject, and it 
has obviously been in the minds of the 
authors of the White Paper. I have read it 
about six times now in the last two weeks 
and I still do not understand it all. It is the 
most learned paper, and a great deal of the 
work we will have to do is contained in this 
thesis. 


The Chairman: What is the title? 


Mr. Brown: “Income Tax Evasion of Inter- 
Vivos Trusts” by Marshall Cohen. It is No. 39 
of the Canadian tax papers published in July, 
1964, by the Canadian Tax Foundation. 


The Chairman: Another edition at this time 
would have quite a run. 


Mr. Brown: It probably would. 
The Chairman: I am sorry, go ahead. 


Mr. Brown: That is the second point, the 
cataloguing of all the various segments that 
there are. 

The third point is to overcome 5.57, I think 
it is, in the White Paper referring to accumu- 
lations. The Government does seem concerned 
about the number of accumulated trusts 
which have increased significantly during the 
past few years, 

Our research of the industry turned up 
nothing to substantiate that statement, so we 
went to the Tax Policy Unit to determine if 
they had anything on it. We were told that in 
1966 there were 6,000 accumulating trusts in 
this country. By 1968 the number of 
accumulating trusts had £rown to 10,000, so 


year period of 4,000 accumulating trusts. 


As trust men, the number of increases did 
not surprise me, but it di 


Statistics beyond the year 1968 when, of 
. . . " 
course, major revisions came in amending the 
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gift tax and estate taxes which made quite a 
difference to the gifting programs that people 
normally used. So it could be that from Octo- 
ber 22, 1960, onwards there could have been a 
significant decrease in the use of trusts. We 
do not know that. There are no statistics 


available. 
The Chairman: There could be an increase 


in one section. 4 


Mr. Brown: There could be an increase, but: 
they were unable to tell us, for example, of. 
that 4,000 increase, how many were testamen- 
tary trusts and how many were inter vivos 
trusts. There could be quite a difference. You 
could have a large increase of accumulating 
trusts for persons under 21 in testamentary | 
trusts, which means nothing to the revenue of. 
the country and which is certainly not tax 
avoidance. | 

Until we get these broken down and see | 
what the major problems are, it is very dif- 
ficult to get into definitions. ea 

The last point is the problem of the mean | 
rate of taxing capital gains causing a trustee | 
to face the equitable portion rule between the | 
life tenant and his remainder. 

At the present time the White Paper sug- | 
gests that the capital gain rate will be at the 
marginal rate of the taxpayer, because in any | 
estate we have two different people. 

The life tenant, of course, takes the income | 
and the remainder man takes the capital. It is | 
obviously inequitable to have the remainder 

| 
| 


man subjected to a tax on capital gains based | 
on a rate which has no relationship to him at | 
all but related to some other person. This | 
Presents a rather major problem to us at the © 
moment. | 


The problem would disappear with a segre- 
gated capital gains tax at a flat rate, because — 
the capital gains tax could then be applied | 
directly into the corpus of the trust and have 
no reference at all to the life tenant. 


The Chairman: The chances are that maybe | 
the direction in which the capital gains tax © 
would go, if there is one AE 


Mr. Brown: That concludes the position at 


which we are at the moment. If there are any 
questions... 


The Chairman: Have you any suggestions, _ 
or have you drafted anything as to a method 
of how we might dea] with this problem? — 


Mr. Brown: No, sir. We are just formulat- 
ing our approach. We have had two meetings 
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with the Tax Policy Unit and one with the 
Canadian Bar Association, but we are just 
now starting to get on it. 


- The Chairman: If we are expected to deal 


with this in our report, certainly any help we 


can get from people who have the know-how 
would be important, and that also depends on 
how quickly we get it. 


_Mr. Brown: I would like to be able to pro- 
mise something soon, but I cannot. 


The Chairman: Do you mean that you are 


going to leave us to our Own devices? 


| 


Mr. Brown: We are going to make what= 


ever we have available to this committee as 


_ fast as we can. We will make it available to 


you. 


The Chairman: Well, even if there is a 


_scheme—I use that in the legal sense—or if 
_ you have a plan indicating a way in which it 


might go, 


that would be helpful because, 


_remember, we do have to report and we 
-eannot sit here forever hearing people. There 


is a stage when we must make a report, and 
this is one of the subjects that we must deal 
with. 


Senator Beaubien: Mr. Chairman, perhaps 


Mr. Gilmour could keep in touch with Mr. 


Brown. 


| & Mr. Brown: I would be very happy. 


The Chairman: That is an assignment we 


_ will give to Mr. Gilmour. I wondered, though, 
- how far advanced you are to be of help to us. 


Mr. Brown: Not very far at this stage, Mr. 


Chairman; not very far advanced. 


_ Mr. Harrington: Getting our paper put 
together, sir, has presented a very great prob- 


lem because we do not have a large profes- 
sional staff. Men are being taken out of their 
regular working time to help us get this brief 


written, and this is a very intricate part about 
which Mr. Brown is talking. We will help you 


_to the best of our ability. 


The Chairman: Well, maybe you could put 
up certain sign posts. 


Mr. Brown: Yes, I think we can do that. I 
think in all fairness that we may say this: it 
was not until a month ago that we found out 
that this is what the Government didn’t 


know. It took us that long to find out what 


they didn’t know about trusts, and which 
they have admitted in the White Paper. 
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Senator Beaubien: Did you find out quite a 
lot? 


The Chairman: Would you care to enumer- 


ate the things you discovered they did not 
know? 


Mr. Brown: They did not realize, Mr. 
Chairman, that with respect to every deposit 
of any size of money a trust company is in a 
trustee relationship. The tax rate they are 
suggesting in the White Paper would apply to 
every deposit we have. They thought they 
were in the same position as deposits in a 
bank where there is a borrower-prior to rela- 
tionship with our depositors. That is not true. 


The Chairman: No, it is not. 


Mr. Brown: I was rather stunned to find 
out they had not done their homework. 


The Chairman: In how many other direc- 
tions were you stunned? 


Mr. Brown: Quite a few. 
The Chairman: In relation to this subject? 


Mr. Brown: The whole subject of trusts, 
yes. 


The Chairman: 
questions? 


Senator Phillips (Rigaud): Yes, Mr. Chair- 
man. I would like to refer to page 53. 


Are there any other 


The Chairman: Which page? 


Senator Phillips (Rigaud): Page 53 of the 
submission. 


The Chairman: Yes. 


Senator Phillips (Rigaud): Mr. Chairman, I 
would like to turn to page 53 of the submis- 
sion. where it says: 

The conduit principle inherent in the 
Trust concept is valid, per se, and the 
proposal to treat a Trust as a corporation 
is ill-conceived and unfounded. 


I should like to make a statement on that. I 
have been a director a trust company for 
many years and I am on the executive of a 
major trust to this day and I have never 
considered that we were regarded as an incl- 
dence for tax avoidance or tax evasion and 
this comes to me, and I say it in all sincerity, 
as a complete surprise. I find it very difficult 
to determine where a trust company can be 
n an incident for tax avoidance or tax 


used a "ta: 
evasion. It is either legal as done or it is 
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illegal under the law. The trust company acts 
as an agent for an individual or a group of 
individuals, or it acts as a form of corpora- 
tion, and a trust company cannot be anything 
but a servant of the taxpayers. Now the 
suggestion that a trust company is an incident 
for tax avoidance or tax evasion is something 
that I cannot follow. The creation of the trust 
itself by the individual or by a corporation 
may be the subject matter of tax avoidance 
or tax evasion, but where in God’s world the 
trust company comes in as part of that sub- 
ject matter, I cannot follow at all. 


The Chairman: Well, the avoidance or the 
evasion... 


Senator Phillips (Rigaud): Is the act of the 
taxpayer. 


The Chairman: But the plan of it may 
occur before he ever goes to see the trust 
company. 


Senator Phillips (Rigaud): If we accept the 
principle, which we do with investment trust 
companies—and I shall not include mutual 
funds because there we are dealing with a 
capital structure—but if we accept the princi- 
ple that trusts are the agent for the taxpayer, 
where in God’s world does the trust company 
come in as an associated instrument for 
avoidance or evasion? The trustee is merely 
the custodian of the assets or the administra- 
tive agent. As I said a moment ago, it is the 
act of the taxpayer, and I do not think you 
would help me very much in this presentation 
in answering the suggestions in the White 
Paper that there is something wrong with 
their setup. 


Mr. Brown: I think that would verify for 
you, Senator, that the trusts that we are talk- 
ing about as tax avoidance vehicles are not 
necessarily trustees in a trust company; they 
are trustees privately. 


Mr, Harrington: That is quite a different 
thing. It is a very big point and a very impor- 
tant point. 


Mr. Brown: We like to think there is a 
morality in our industry which we police. 


Senator Phillips (Rigaud): 
matter, If a tax evader comes to you and says 
“will you act for me as my agent in putting 
through a tax avoidance operation or acting 


under a secret number under which taxable 
Income will not be recorded...” 


That is another 
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Mr. Harrington: We know the difference 
between evasion and avoidance, sir. One is 
the legitimate use of one’s intelligence and) 
the other is something dishonest. But this 
came up in connection with individuals. 


The Chairman: There is another question I 
would like to ask Mr. brown. If you break 
down all the trusts in which any trust compa- 
ny may .be a trustee, has the department 
indicated any analysis or have they pointed to: 
anything that they regard as being an 
improper use of the trusts? : : 


Mr. Brown: They have not done so yet, but 
they are doing this study now. 


The Chairman: Well, it is about time. This 
report came out last year. You make the alle- 
gations first? 


Mr. Brown: Yes, that is what they got. 


The Chairman: Any other questions on this’ 
point? | 


Mr. Harrington: Well, I think we are all’ 
tired of the sound of it, but capital gains is’ 
something we must comment on, and I would’ 
like to ask Mr. Lebbell and Mr. Allison to- 
deal with it. 


Mr. D. Lebbell, Expert Group, The Trust 
Companies Association of Canada: Mr. Chair- | 
man, briefly and horribly somewhat unorigi- 
nally, I think that Canada does not need a 
capital gains tax at this stage of its develop- | 
ment. We regret very much that so many 
people seem to view its imposition as inevita- | 
ble at this time. Canada is among the family 
of industrialized western nations but it is at. 
its adolescent stage and I do not think we need | 
a capital gains tax as proposed in the White. 
Paper which is in excess of that in existence | 
In developed industrial nations such as the 
United Kingdom and the United States, espe-— 
cially when we see South Africa, Australia, | 
and New Zealand and other countries who 
are competing with us for the world’s capital. 
However, we do recognize at the same time | 
about it based on the necessity to widen the - 
tax base in the name of equity. 


The Chairman: Well, is it in the name of 
equity or is it a case that here is a source of — 
revenue that has not been tapped, and some 
people are able to operate in that field, but 
many people are not, and therefore the many 
who cannot feel that these gains should be 


tapped as a form of contribution to tax 
revenue. 
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. Mr. Lebbell: Perhaps it is both. The argu- 
ment has been put forward that it is in the 
‘name of equity, but the existing sources of 
taxation, income tax and estate tax and even 
sales tax have been pretty well used up by 


Mr. Harrington: 
workable. 


I think that is very 


Senator Phillips (Rigaud): It is not a dream 
child; it is something that could be worked 


our taxing authorities and I think you are cor- OU 
rect in stating that they are looking for added Mr5 Harrington: We-Belavesat Peoula. Be 
‘sources of revenue. done, yes: 


- Senator Phillips (Rigaud): Will you be good 
‘enough to turn to page 21 of your brief which 
deals with the capital gains matters and at 


Senator Flynn: The estate tax is a capital 
gains tax on the heir or legatee, and your 


| 


‘subject matter 


item under 6, it reads as follows: 
that estate tax be phased out upon the 
introduction of a capital gains tax if the 
tax, as we suggest, treats death as a 
disposal. 


Now, with your experience in dealing with 


the subject matter of jurisdiction as between 


the provinces and the federal Government, or 
duplication of estate taxes, how in God’s world 
can you get a phasing-out process without the 
agreement of the provinces? And I am rather 
surprised that you have not dealt with this 
involving the necessity, if 


there should be a phasing out, of co-ordina- 
tion—that it is absolutely essential that there 


be agreement between the federal Govern- 
ment and the provinces. 


. Mr. Harrington: Well, there has to be 


agreement about the whole thing, anyway, 


hasn’t there? 


Senator Phillips (Rigaud): I also notice 
with surprise that you have not emphasized 
that point you referred to in the White Paper. 
As I said earlier, the White Paper is condi- 
tional upon the marriage and the honeymoon 
so far seems to be a bore. 


The Chairman: Except that Ontario appears 
now to have said that they are in favour of 


the phasing out of succession duties in favour 
of the capital gains tax. 


Senator Phillips (Rigaud): But their consent 
would be required. I am leading up to the 
point that I have mentioned before that there 
should be an ear-marking of receipts of capi- 
tal gains transferred to the provinces condi- 
tional upon the treatment by the provinces of 
the estate tax. I was wondering if the wit- 
nesses would like that. Does that make sense, 


‘that if you have a capital gains tax and the 


funds were established in terms of the 
amount received in a given year, that the 
transfer to the provinces would be conditional 


upon the treatment of the estate taxes? 
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suggestion is that we should give it up and 
establish a capital gains tax on the man who 
makes the capital gains in the first place. Is 
that your suggestion? 


Mr. Lebbell: Yes, we are proposing this in 
our alternative proposals. One of the propos- 
als is that there be a deemed disposal on 
death and that gains be taxed at that time. 


Senator Flynn: Would you agree that by 
this way the taxing authority would be col- 
lecting much more than by the present 
system of estates tax? Many people make 
capital gains in their lifetime, but leave very 
little in the way of an estate, having spent it 
all. 


Mr. Lebbell: Combined with the present 
rate of estate tax they would certainly be 
paying more, but we are proposing a phase- 
out of estate tax. 

Senator Flynn: You are taxed on money 
that you spend. I think that on the whole the 
Government would be able to have a higher 
income by exchanging the present estates tax 
for capital gains tax, even at a lower level 
than the one proposed in the White Paper. 


Mr. Lebbell: Yes. 


Mr. Harrington: Yes, we would have to 


agree to that. 
Senator Beaubien: If losses were fully 


deductible... 
Mr. Harrington: It could be a help. 


Senator Beaubien: There would be a 
change in the revenue situation. 

Senator Flynn: But in an estate the losses 
are also taken into consideration. You do not 
tax losses. 

Mr. Lebbell: In addition, the Carter Com- 
mission recommended under general income 
averaging that there be averaging at death, 
and we support that too. 
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The Chairman: Have you any vou to 
make on the flat rate of capital gains tax? 


Mr. Lebbell: Yes. This is the part of the 
brief where there was some difference of 
opinion among our companies, as to whether 
we should recommend fiat capital gains tax 
or one related to income tax. In point of fact, 
we ended up by not being firmly committed 
to either course. Those of us who are in 
favour of the flat gains tax saw the advan- 
tages, particularly for trust administrations as 
outlined by Mr. Brown. The flat rate also 
simplifies the predictability of business deci- 
sions. This is important: you know what your 
tax liability is going to be if you pursue a 
particular course of business action. 


The Chairman: And a flat rate would 
recognize the inherent meaning of capital gains 
as opposed to income. 


Mr. Lebbell: Yes. 


The Chairman: Then you are writing a new 
definition of “income” when you say a capital 
gain is income. 


Mr. Lebbell: That is correct. 


The Chairman: We had the Toronto Stock 
Exchange here yesterday, and on this subject 
they made a suggestion that there should be a 
separate tax for capital gains. They suggested 
a sliding rate, ranging from 15 to 20 to 25 per 
cent. I think it was based on the amount of 
the gain. They had studies and figures to 
show that there would be a profit to the tax 
revenues as against the method proposed in 
the White Paper. 


Mr. Lebbell: Mr. Chairman, I could not 
answer your question as to whether there 
would be a profit or not. Our concern about 
sliding rates of tax is that the trust industry 
is very much an administrator. We are very 
much concerned with people’s financial 
affairs, and there seems to have been a lack 
of stress on administrative simplicity about 
the introduction of a capital gains tax. We 
think it is going to be extremely complex 
even in its simple form. Therefore, the prob- 
lem with a sliding rate or the sort of scale 
which was proposed, I think, by the Institute 
of Chartered Accountants in their brief 
before you, is that it tends to be too complex 
and makes an already complex subject even 
more so. There will be many problems with 
valuations and complexities in this area of 
capital gains tax, and if we have a sliding 


rate or varying rates the complexities wr; 
aT to plexities will be 
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The Chairman: What about the limitatio Ss 
or exemptions on the application of capital — 
gains tax? 


Senator Phillips (Rigaud): Mr. Chairma ye 
with your approval could I still deal with the 
rate before you deal with that? 


The Chairman: Yes. 


Senator Phillips (Rigaud): Some question — 
has been raised that a flat capital gains tax— 
say 25 per cent on a special category—would 
work out adversely in respect of those whose | 
taxable income brings them below the 25 per 
cent. whose rate in a given tax year brings — 
them below 25 per cent. What do you think of | 
2 capital gains tax flat rate at 25 per cent, or _ 
whichever percentage is lower having regard — 
to the rate of taxation with regard to normal 
income? ; 


Mr, Lebbell: I think we should look at the ! 
lowest marginal rate under the White propos- | 
al for income tax, which is 21.76. - 


Senator Phillips (Rigaud): Let us just forza 
the White Paper proposals. If we eliminate | 
integration and so on, and introduce a | 
straight capital gains tax, how do we cover | 
the situation of the taxpayer below 25 per | 
cent taxable income who happens to make a | 
capital gain and we stick him with the 25 per ) 
cent tax? a 


with by providing concessionary retreatment | 
to the taxpayer, permitting him to pay capital 
gains tax, say, at half his marginal rate, if i 
is advantageous to him to do so rather than | 
pay at the flat rate. An alternative is to pro- | 
vide more adequate exemptions for gains. A 
general exemption from all gains to the | 
individual taxpayer up to a certain dollar | 
limit is another means of coping with that | 
particular problem. We have in our brief such | 
a suggestion in connection with death, where / 
we are proposing that there be a general | 
exemption on the first $15,000 of gain. r | 


Senator Phillips (Rigaud): This has not ( 
been dealt with too much by taxpayers | 
making their case here, but I think if we have 
a flat capital gains tax which ends up in a | 
resultant of 25 per cent... a 


. i 
Mr. Lebbell: That problem can be dealt 
| 


f 
Mr. Harrington: You could say a maximum 
of 25 per cent. If you said a maximum of 25 
per cent, then you could work it. % 


Senator Phillips (Rigaud): You have to 
figure out something so that a taxpayer in the | 


i 
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lower bracket does not get stuck in a higher 
rate of capital gains tax. 


Mr. Harrington: It would seem to be very 
inequitable—since we seem to hear so much 
about that word. 


The Chairman: It seems to me that very 
simply you could say the rate of the capital 
gains tax shall be 25 per cent or the marginal 
rate of the taxpayer, whichever is lower. 


Mr. Harrington: Yes, 


| we have thought 
about that at some point. 


| Senator Beaubien: That is very much the 
American system, is it not? 


Mr. Harrington: Yes, it is. 


The Chairman: There are some other 
aspects of capital gains. You were talking 
about on death and the provisions in the 
‘White Paper. 


__ Mr. Lebbell: Yes, we are proposing, as we 
have just mentioned, that there be an exemp- 
‘tion, death being treated as disposal and capi- 
tal gains being considered as realized subject 
to an exempiion that the gains do not exceed 
a stipulated amount, and we say $15,000. This 
-is similar to the situation in the United King- 
dom where I believe there is an exemption 
“of £5,000. 


_ The Chairman: Why should not the capital 
‘gains tax on death be a credit against the 
estate tax? ; 


Senator Molson: Or vice versa? 


Mr. Lebbell: We hesitate to associate capi- 
tal gains tax legislation with estate tax in as 
much as we are recommending a phase-out of 
the estate tax. 

_ The Chairman: Even so, when it is phased 
out the credit disappears, but as long as it is 
there, it is there. 


__ Mr. Lebbell: Income tax is a debt against 
‘the estate. We consider that capital tax 
‘should be treated in the same manner. 


_ The Chairman: The White Paper, in order 
to avoid a collision between estate tax, capital 
gains tax and death duty, proposes that the 
-eapital gains tax be deferred so long as the 
‘beneficiary enjoys that benefit. 

That may not be very realistic, because the 
estate may have to dispose of some of the 
assets in order to pay its obligations. There- 
fore in those circumstances there would be a 
22267—23 
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collision of taxes and there certainly should 
be a credit. 


ae Lebbell: Yes, we would not object to 
at. 


Mr. Harrington; Otherwise there would be 
a burden of raising money, which practically 
no estate can possibly manage. 


Mr. Brown: The only problem with the 
credit is that under the present method of 
estates planning, if I can use that term, most 
estate taxes will now be deferred for quite 
some time because of this freedom of trans- 
mission to the wife, whether directly or by 
trust, until she dies. 

Therefore it would be a credit for quite a 
number of years, involving administrative 
problems. 


The Chairman: There is also the problem of 
capital gains tax applying to a gift. In the 
event a husband makes a gift of shares to his 
widow or wife in her lifetime and they 
increase in value, she has a capital gains 
problem. 


Senator Phillips (Rigaud): It would not be 
carried forward too much, Mr. Brown, if the 
husband and wife are approximately the 
same age. Of course, we could have the case 
of young wives, where there would be a sub- 
stantial deferment. 


Mr. Brown: The average testamentary trust 
runs ten years, maybe a little longer. 


Senator Phillips (Rigaud): I wish I had 
known that in 1923. 


Mr. Lebbell: To elaborate on that point, we 
feel that the deferment of gains tax at death, 
as proposed in the White Paper, would in fact 
create blocking. You can imagine the situa- 
tion where a son inherits a business built up 
from virtually nothing. There would be a tre- 
mendous potential capital gains tax passing 
from one generation to the other. 

We feel also that there would be a certain 
inequity in that there would be forced reali- 
zation for those estates that were not in a 
liquid position relative to others. Those are 


our basic reasons. 

The Chairman: What do you suggest by 
way of change? 

Mr. Lebbell: , Those problems would be 


overcome by taxing capital gains at death and 
phasing out the estate duty. We have also 
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asked for the abandonment of the proposed 
five year deemed realization. 


The Chairman: Having said that, you do 
not need to add any word of explanation. 


Mr. Lebbell: On the subject of deemed real- 
ization generally, though, we feel that there is 
a certain narrowness in the concept of equity 
as defined in the White Paper. If there is to 
be a deemed realization tax, a very wide field 
will be entered, where a broad outlook on 
equity is required. 


Senator Phillips (Rigaud): Mr. Chairman, I 
refer to the point that you intended to raise 
regarding exemptions under the proposed 
capital gains tax. I would like to put the same 
question, but somewhat in reverse. 

Some of us have been considering the 
desirability of a capital gains tax applicable 
only to certain types of capital assets, such as 
shares in corporations with obviously no dis- 
tinction between widely-held and that kind of 
business, real estate whether it be land 
and/or yield real estate and businesses. When 
the shares of incorporated companies are sold 
they are subjected to capital gains tax and 
this obviously should apply in respect of 
unincorporated companies. 

As I see it, the trust companies, more than 
any other group in this country, know more 
about the breakdown of estates between cash, 
securities, real estate, personal effects, odds 
and ends, furniture, paintings and all that 
sort of thing. 

There is a feeling that in a young country 
such as ours, if we are to have a capital gains 
tax it should be kept down as much as possi- 
ble and restricted in its application to securi- 
ties and real estate under the two headings I 
have mentioned in addition to businesses. 

Considering an average estate, in the light 
of your experience have we left out much in 
terms of percentage of worth to people repre- 
sented by items such as clothing and furni- 
ture? That would be a pretty fair test of 
whether the elimination of other categories 
for capital gains would give undue advantage 
to a group. 

I will crystallize i Se pee 
sie =. seine me eee question: if 
did not come ee th ie gn ere 
securities, real estate Pr ghee Pe feeb, 
make sense in dealing with Hep. eae 

at 5 per cent 
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Mr. J. K. Allison, Expert Group, The Trust 
Companies Association of Canada: That 
makes a great deal of sense. : 

Are you including the home, residential 
property, under the category of real estate? 


Senator Phillips (Rigaud): I would exclude 
the home. I am excluding farm, homestead 
and so on. « 


Mr. Allison: In those circumstances your! 
$5,000 is a little low to include residential real 
estate. 5 

The average situation quite often involves a 
piece of residential real estate forming a 
fairly significant portion of the estate. 

However, in the other categories of fur 
ture, stamp and art collections and so forth, 
your figure is quite realistic. The loss to the 
revenue in completely eliminating those 
would be insignificant. 


senator Phillips (Rigaud): Suppose as a 
matter of equity in relation to your last point) 
we decide not to be too grasping in taxing the’ 
homes of people who set up a decent standard 
of living in raising a family. Apply the same! 
concept to a farmer who has built up through | 
the years a homestead, with the amount of. 
land associated with it. We place the exemp-— 
tion under a different category, just as we 
give tax incentives to mining. - | 


Would much remain in an estate other than ’ 
the categories to which I have referred? | 


Mr. Allison: Very, very little. 
Mr. Harrington: There is insurance. 


| 
| 
Senator Phillips (Rigaud): Yes, but that’ 
would not enter the picture of a capital gains. 
tax. i | 
I am dealing with the subject from the 
point of view that the clue to the value of the 
assets exempted, if we proceeded along the | 
lines I am suggesting, is the analysis of | 
estates through the years. This would indicate | 
through the categories that we have included - 
whether we have exempted automatically a» 
Significant amount of capital assets. 


_ As T understand your answer it is that we‘ 
have not. . 


Mr. Allison: That proposal would not. 


The Chairman: When considering two items - 
such as paintings and jewelry, what percent- 


age of a cross-section of estate do they 
represent? | i 


a | 
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_ Mr. Allison: Very, very small. In a very few 
estates they form a substantial proportion. In 
the broad range of estates jewelry, paintings 
and household effects form a very small part 
of the total estate. 


The Chairman: That information should be 
available in the records of all those who have 
passed on. There would also be valuations by 
the provincial authorities. 
et 
Mr. Allison: That is correct. 


-. The Chairman: Is there anything else you 
‘wish to say in relation to capital gains? . 


> 

“Mr. Allison: I would like to re-emphasize 
‘the point that Mr. Brown covered fairly 
briefly: that is the difficulty which is going to 
be created for trustees by the proposals to tax 
capital gains as income. We are dealing and 
-working under documents which were drafted 
prior to this proposal which either cannot be 
changed or can only be changed with extreme 
| difficulty. The proposal to tax capital gains as 
‘income, where you as trustees are dealing 
/ with two different. people, is certainly going 
‘to present some difficulties and potential 
-hardships. _ 


‘The Chairman: You wanted to change to 
another subject, Senator Molson? 


Senator Molson: I wanted to go to page 11, 
Mr. Chairman, if I might be permitted. It 
deals with the subject we have discussed fre- 
quently in committee and that is the contem- 
plated increase in personal exemptions in the 

White Paper. I notice the trust companies 
recommend that income tax relief be provid- 
-ed by changes in the rate structure. I wonder 
if they would develop this. I might say that 
we have been talking at other times of a tax 
credit, in agreement with you, not carrying 
the exemption through to the upper ranges. 


_ Mr. Allison: I think this comment was pre- 
dicated on the fact of removing some 750,000 
taxpayers from the rolls at a cost, according 
“to the statistics, of some $35 million. They 
'made these across-the-board increases in 
‘exemptions and they applied both to the top 
“and the bottom. I believe the cost figure for 
that is something in the area of $1 billion. 
’ There had to be all kinds of fooling around of 
rate structures in. order to recoup that $1 
billion. There ought to be a simpler way of 
removing 750,000 taxpayers from the rolls 
than an-across-the-board increase in exemp- 
tions. It can be done by change in the rate 
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structure so that you pay no tax below a 
certain rate. It can be done by tax credits. 

We have not developed any detailed sort of 
recommendation in this regard, but I think 
there are plenty of them around. 


The Chairman: The simple way would be 
to say that the $2,800 is non-taxable income. 
Then some of the departmental advisers were 
horrified that earlier in our hearings I sug- 
gested that there was no need or obligation 
and no morality involved in not extending the 
exemptions to the people higher up in the 
seale. I said that I am sure if you canvassed 
them they would say to bring the rates down 
and to waive the increase in the exemption. 
You run into this answer. 


If you read the counter-attack on the inside 
front page of Weekend, which is attached to 
the Montreal Star and the Telegram, Mr. 
Benson directs his attention to another group. 
That is the group which goes up to about 
$9,000, where the increased exemption does 
give them some lower rate of tax. Even if 
you did allow it in that area and did not in- 
crease the exemptions the rest of the way 
up you would get along with a lower tax 
rate. 

The suggestion I made yesterday in regard 
to $40 million was to bring your high tax rate 
of 82 per cent down to 50 per cent, running 
about $40 million. All you would have to do, I 
think, is increase the 50 per cent to 55 per 
cent and you would recover at least $35 mil- 
lion. Just to assume that because you give it 
to one you have got to do it with every 
person and create a tax revenue loss of $1 
billion is shutting your eyes to a lot of things. 


Mr. Allison: I would agree. 


Senator Molson: We have the other sugges- 
fion which has been tossed in that the ratio 
between the single and the married taxpayer 
might be very wholesome. I think that was 
because of the marked discrepancy between 
rates in this country and the United States, 
particularly, but also other countries. Do you 
have any comments on that? 


Mr. Harrington: I do not think we have. 


Senator Beaubien: The tax rates on single 
people are pretty competitive in Canada with 
the United States, but there is a big difference 
between the tax rates of married people. 


The Chairman: Are there any comments? 


Mr. Allison: No. 


87:22 
; : ” 
Senator Carter: Did I understand the wit- 


nesses to say that they prefer exemptions to 
tax credits? Did they express any preferences 
between a tax credit and exemption for 


7 s na? 
personal income? 


an 
cand 


Mr. Allison: Our stand is that the removal 


of 750,000 taxpayers from the rolls should 
be accomplished via an adjustment to the rate 


structure or in the form of a credit rather 
than through an across-the-board increase in 
the exemptions. 


come to a question 

favourite one of Senator 
Phillips. All I do is mention it and I am sure 
i ight away. What is your 


r Ss aera is We 
The Chairman: We 
: 
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ae Lie 
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hac kh rp 

Ras be i a 


or Phillips (Rigaud): We are waiting 
our blessing or your curse. 


Mr. Harrington: 
this is a 


quite a 


rip iss 
It is 


only fair to tell you 
compromise paper. We have 
lot of independent thinkers in our 


that 


industry. 


re ball 3 e 
The Chairman: That is Sood. 


Mr. Lebbell: We have been concerned with 
the necessity to avoid couble taxation of cor- 
porate income. As we are essentially 
here proposing the improvement of the exist- 
ing dividend tax credit system as used at 


present. We feel that as far as the integration 
Paper are concerned 


proposals in the White 
ether too complex to be worka- 


they are altog 
ble, creating too many artificial Situations, 
and paper distribution 


" 
oes 
»UCnh, 


as would be inevitable 
under the system. We do not think they are 


particularly practical. 


The Chairman: 


‘ There are many aspects to 
2G. 


Mr. Harrington: Th 
Mm paragraph 6.14. 


Mr. Lebbell: We therefore recommend: 
(1) That the Proposed distinction between 
Closely and Widely-held corporations be 
abandoned. 
(2) That income flows bet 
corporations continue to 
consequences, 


€ recommendations are 


ween Canadian 
be without tax 


Standing Senate Committee 


(3) That the proposed rule regarding dis- 
tribution of profits within a 2 1/2-year 
period be abandoned. 


These seem to be the most critical aspects of 
the proposals for integration as they stand in 
the White Paper. 


The Chairman: Let us sum this up now, 
Part of the integration system is the deemed 
realization. Let us assume that we eliminate 
that. Another part of it is the 24 year 
limitation on your right to enjoy creditable 
tax in relation to a surplus. Let us assume we 
eliminate that. Then we eliminate capital 
gains and the income concept. We then decide 
that in the extractive industries where certain, 
incentives are provided, that for purposes of 
calculating creditable tax the incentives 
should not be used to reduce the tax base and 
therefore the creditable tax. 


Now, when we make all these assumptions. 
that they are no longer there, what is left of 
integration? 


Senator Phillips (Rigaud): Mr. Chairman, 
might I suggest one other item? Eliminate the 
distinction between public corporations. 


The Chairman: Yes, eliminate the distine- 
tion between widely-held and closely-held 
companies. When you make all these elimina-, 


tions, what is left to support this integration: 
doctrine? 


| 
Mr, Lebbell: Very little. 4 


The Chairman: We did have the ee | 
tion—Senator Phillips (Rigaud) will actually 
recall it—yesterday from the stock exchange 
people. They favour the dividend tax credit, 
and they propose, from studies they have 
made, which they are furnishing to us, a slid- 
ing rate of 15, 20 or 25 per cent, depending on 
the amount of the dividend income. 


They produced figures, or said they had| 
figures which they would produce which 
would show a plus in tax revenues of $60 
million, by doing that, as against a loss which 
the White Paper projects on integration of. 
$140 million. In other words, they said that 
you would actually cover about $200 million 


as against the $140 million which would be 
lost on integration. 


Mr. Lebbell: That could well be, yes. 


The Chairman: So it is very difficult to 
understand why we should propose a new 
method of dealing with this particular subject. 
and be prepared to accept a loss of tax reve- 
nues of $140 million. | 
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"Mr. Lebbell: Well, it is indeed. Of course, 
we are aware of the fact that this is regarded 
as an out-of-date concept in other parts of the 
world, and it has generated particular prob- 
lems in France, I believe. 


Senator Phillips (Rigaud): I think nobody 
could put it more graphically than our Chair- 
man when speaking of the elimination, 
because it gets us back to the dividend credit 
system. 

A great number of taxpayers who have 
appeared before us have, of course, damned 
the integration system, but large numbers, 
such as yourselves, have damned it with faint 
praise because it is subject to so many condi- 
tions and revisions. It is very difficult for us 
to come up with even a qualified acceptance 
because there are so many revisions and con- 
ditions which we may or May not pe 
introduced. 

Therefore, I want to come back to the 
assumption, for the purpose of this question, 
that we do not like the integration system 
and we are back now to the dividend tax 
credit system in force. The question I should 
‘like to put to you is: some enterprising tax- 
payers or taxpayer—I forget which, Mr. 
-Chairman—came up with the thought that in 
lieu of the present 20 per cent or modified 
rate by way of dividend tax credit that it be 
allowed as a deduction against income; do 
_ you remember? 


The Chairman: Yes. 


- Senator Phillips (Rigaud): I would like to 
| get the view of this important group on that. 
/ They may not have considered it and there- 
' fore there may not be a consensus On i 


Mr. Lebbell: We do not have that. 


Mr. Harrington: We have not worked on 
that one and therefore I think there would 
probably be... 


Senator Phillips (Rigaud): There could be a 
reaction to it, though, without binding the 
trust companies. 


Mr. Lebbell: I think we would prefer to see 
it as a tax credit at the moment. 


Senator Phillips (Rigaud): Rather than a 
deduction from income? 


Mr. Harrington: Yes. 
Mr. Allison: I would agree with that. 


Mr. Harrington: You have got a consensus, 
sir. The consensus agrees with us. 


ye 


The Chairman: To what is the consensus 
agreeing? 


Senator Phillips (Rigaud): A dividend tax 
credit rather than a deduction, that they get 
it as a deduction from income. 


The Chairman: Rather than what the inte- 
gration proposals contain. 


Senator Phillips (Rigaud): That is the other. 
The question was: is it desirable to have a 
dividend tax credit as we do now as against a 
credit by way of a deduction from income, 
which was raised by some taxpayers. 


Senator Burchill: Mr. Chairman, on that 
point, in your fourth recommendation on page 
37 you state: 

4. that the concept of employing credits 
to shareholders to reduce or eliminate 
double taxation be embodied in arrange- 
ments that provide simplicity... 


You do not go further than that. You do 
not make any suggestions as to how that can 
be provided. 


Mr. Lebbell: No. We could go through dif- 
ferent suggestions. For example, there could 
be a 30 per cent rate. It could be a 35 per cent 
dividend tax credit. 


The Chairman: You could abandon the 
integration proposals and you would elimi- 
nate a lot of the paper work. 


Mr. Lebbell: Yes. 


Senator Burchill: The Chairman has sug- 
gested a way that was propounded to yes~- 
terday as a sliding basis. Are you in favour of 
that? 

Mr. Lebbell: It is administratively difficult. 


It adds complexity to it. I wonder whether it 
is necessary, but we would not be opposed to 


the concept. 

The Chairman: There would not be any 
more administratively difficulties in that than 
if you are preparing tax returns for X, Y and 
7, They have different amounts of income 
and different rates. 


Mr. Harrington: We have no very great 
strong feeling. 
Molson: Mr. Chairman, there 


Senator Se 
would be considerably less complications than 


integration, probably. 


Mr. Lebbell:' Yes, sir. 
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Myr. Harrington: Yes. 


The Chairman: Are there any other fea- 
tures that we have not dealt with yet that 
you would like to bring up? 


Mr. Harrington: Well, there is one part, and 
we brought a gentleman here to discuss it. 
Pension plans, retirement savings plans which 
are a very important part of life in this coun- 
try or in any civilized country—Mr. Bray 
prepared the work on that, starting at page 15 
and following. Perhaps he could speak to it. 


The Chairman: Yes, Mr. Bray. 


Mr. Bray: Mr. Chairman, section 2.52 of the 
White Paper states that rules are required to 
ensure that trustees deduct taxes from pay- 
ments out of pension plans. We are rather 
alarmed as to why that should appear in the 
White Paper because the only payments out 
of pension plans are benefit payments, which 
are subject to withholding taxes, death penal- 
ties for examination benefits, and the trust 
companies are very strict in withholding 
these taxes. This is required by section 47 of 
the Income Tax Act, and there are substantial 
penalties if you do not do it. 

We have always, as an industry, been very, 
very careful to see that the taxes are deduct- 
ed. We cannot see why this should occur at 
all. 

I think perhaps there are only two real 
proposals in the White Paper which cause 
some concern on the part of trust companies. 
One of them is the question of limiting 
investment in foreign securities to 10 per cent 
of the funds. At the present time there is a 
limit of 10 per cent on income. Ten per cent 
of income at the present time means that you 
can invest in growth stocks in the United 
States where the dividends are relatively 
small and, as a result, perhaps 20 per cent of 
the book value of your equity portfolio could 
be in foreign stocks. 


To all intents and purposes, in most pension 
funds foreign stocks are U.S. stocks. Relative- 


ly few pension funds invest in anything other 
than U.S. 


Now, this limitation of 10 per cent of the 
fund is, we think, too eonfinin 
mendation is that, 
imposed, it should 
cent. 


=) g. Our recom- 
if a limitation must be 
not be less than 20 per 


Senator Beaubien: This 
Bray? You are not talking ab 
are talking about capital. 


is capital, Mr. 
out income. You 
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Mr. Bray: Capital, right. As I say, the pre- 
sent arrangement of 10 per cent of income of 
a fund—this includes all income, bond 
income, mortgage income and not just income 
from \stocks—10 per cent of income is the 
limitation and, as I say, you can have in a lot 
of portfolios as much as 30 or 35 per cent in 
U.S. stocks. But that 10 per cent of book 
value on your portfolios has been reduced to, 
we think, ridiculous limits. 

I am not an investment man and I think 
that part of one’s investment strategy is that 
there are certain industries, if you want to 
have a well diversified portfolio, which are 
not available in Canada. For instance, Busi- 
ness Machines. Most portfolios today, I under- 
stand, have I.B.M. and Xerox. We do not have 
them. Drug manufacturing is not available in 
Canada, so that to limit your book value to 10 
per cent actually reduces the scope of the 
investment of the fund and hence its future 
growth. 


The Chairman: You are speaking in rela- 
tion to both pension plans and retirement 
Savings plans? : 


Mr. Bray: Right. 


The Chairman: There is an aspect of that— 
are you the one to deal with it?—and that is 
the averaging under the White Paper as. 
against the present statute. :: 


Mr. Bray: Yes. At the present time we 
believe that the existing system is pretty fair 
from the standpoint of the revenue and of the 
taxpayer. We have no quarrel with any 
change in the formula for averaging, but our 
brief just states that as long as the formula 
does not increase the tax now paid under the 
existing averaging formula. 


The Chairman: But the formula does 
increase the tax. We have had a lot of evi- 
dence here, including Defasco and other com- | 
panies, that have retirement Savings plans, 
and I would say that in many instances the 
tax is doubled. 


Mr. Bray: I think it probably would be. 


The Chairman: Here you have a man con- 
tributing over a lifetime and getting an 
exemption for his contribution when the 
income tax rates were much lower, and now 
when he comes to the point where he wants 
to realize on that, if he takes it out in a lump 
sum—and the evidence was that a lot of them 
preferred to do-it that way—then their tax is 


| 
| 
| 


at least doubled, as against what it would be 


j 
] 


under the present law. 


-Mr. Allison: Mr. Chairman, I think general- 
y our position on the averaging proposals is 
that they are entirely inadequate. They do 
not do the job that they are intended to do, 
and that is to even out and to set up safe- 
guards against widely fluctuating incomes. 
Certainly, if the present election under sec- 
tion 36 is removed and lump sum payments 
out of pension funds must be dealt with 
under the averaging provisions, then there is 
no doubt that there will be substantial 
increases in taxation. 


- The Chairman: But is that not a negation 
of what is flaunted in the White Paper as 
being the object—equity and helping out the 
man at the lower level? The man at the lower 
level of income spends a lifetime providing 
for his retirement, and then when he comes 
up to retirement he finds his tax doubled. 
Obviously, he would not think much of the 
White Paper. 


Mr. Allison: I would certainly agree. 


‘The Chairman: Have you thought of it in 
terms of adjustments that might be made? 


Mr. Hobbes: No, we have not thought of 
any alternative formula. What we really feel 
‘is that there is an administrative problem, 
and that is that you can only go back so far 
in your record keeping to average incomes, 
unless the National Revenue computers are 
‘going to do it. 


The Chairman: Section 36 is three years. 


_ Mr. Hobbes: Yes. Say you take a five-year 
average, a lot of employees, blue collar work- 
ers and so forth, do not keep very good 
records. As a result they might have the last 
two or three years’ tax returns, but they do 
not keep them back to time immemorial, so 
‘we feel that the existing system of three 
years is more practical and more equitable, 
but we did not come up with any formula 
different from section 36 because we believe 
that section 36 is good. 


- The Chairman: Does the averaging provi- 
sion in the White Paper extend the scope of 
averaging? Would that be a basis for some 
change in section 36, to broaden it, or is that 
necessary? 


Mr. Allison: I think, Mr. Chairman, the 
averaging provisions do extend the scope, 
there is no doubt. about that. There are items 
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of income that cannot be averaged now and 
that under the proposal you will be able to 
average. Again, I may say, our stand is that 
there should be some form of averaging 
across the board to take care of other types of 
fluctuating income that presently are not cov- 
ered by section 36. The proposals that are 
made for averaging are entirely inadequate. 


The Chairman: Would you like to elaborate 
on that? You say they are entirely inade- 
quate. Do you mean in the lack of broadness 
in the coverage? 


Mr. Allison: That is right. 


The Chairman: That could be accomplished 
by amending section 36. 


Mr. Allison: By extending the scope of sec- 
tion 36. 


The Chairman: Yes. 
Mr. Allison: Exactly. 


The Chairman: Are there any other ques- 
tions on this? Have we any other headings 
that you would like to develop, Mr. 
Harrington? 


Mr. Harrington: No. 


Senator Isnor: Mr. Chairman, just before 
we leave pensions, have you any idea of the 
percentage of pensions paid in lump sums as 
compared to pensions extending over the 
period of retirement? 


Mr. Bray: You say “pensions paid in a 
lump sum.” As a matter of fact, normally 
pensions cannot be paid in a lump sum. They 
must be paid in equal periodic, either annual- 
ly, quarterly or monthly instalments, over the 
lifetime of the pensioner. The only exception 
is when pension accumulation is so small that 
he would be getting a cheque for $3.10. Actu- 
ally, it is under $10, which is the allowable 
amount, in which case a lump sum may be 
paid to him. If the capital in the approved 
pension plan is such as to pay $10 or more 
per month then it must be in the form of a 
periodic monthly check. 

The Chairman: We are talking about lump 
sum payments in relation to a retirement sav- 
ings plan, senator. 

Mr. Bray: Even with that, Mr. Chairman, 
the retirement savings plans require—it 1s 
one of their basic ground rules—that the pro- 
ceeds of a lifetime of saving must be used to 
purchase a life annuity, and the only time 
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that a lump sum can be paid in the case of a 
retirement savings plan is in the case where 
the capital sum on retirement is not sufficient 
to purchase more than $5 per month. 


The Chairman: Then the lump sum pay- 
ment would arise particularly in what are 
ealled profit-sharing plans, and in the profit- 
sharing plans, as we understood from the evi- 
dence, there is a right to take a lump sum 
payment or an annuity. 


Mr. Bray: Yes, that is right. 


Senator Macnaughton: Mr. Chairman, deal- 
ing with non-resident investors there is a 
very interesting and definite statement in 
your brief that the proposed treatment is dis- 
criminatory and probably self-destructive. We 
have not had too much evidence on non-resi- 
dent investors, and having regard to the 
importance of the witnesses and the associa- 
tion they represent I wonder if someone can 
elaborate on this. 


Mr. Harrington: We can do that readily. 
The whole section starts at page 70, and I will 
ask Mr. Hobbes to deal with NRO’s. 


Mr. Hobbes: I think, sir, the position here is 
very simple. I think there has been a question 
already on this matter. The NRO makes it 
possible for a foreign investor to make use of 
a corporate form which is convenient for 
administrative purposes, and yet not suffer 
any more tax than he would suffer if he held 
the assets directly. If he holds them directly 
he suffers a 15 per cent Withholding tax. The 
same principle applies in an NRO company. 

As we understand it, and as you know, 
there are a lot of details left out of the 
proposals. We have to fill these in by guess- 
work. As we understand it, and NRO compa- 
ny would be more or less like an ordinary 
corporation, and we find that this again is an 
anomaly and a retrograde step in the sense 
that it confuses the form and substance of the 
Situation. 


The Chairman: Two things ar likely to 
happen. One is that the NRO corporation is 
likely to disappear, and it may wel] be that 
the man and his money will disappear too. 

Mr. Harrington: We have a concrete exam- 
ple of that, and I am sure my colleagues have 
one as well. I am thinking of one group which 
has investments of $150 million in Canada in 
NRO companies. These are portfolio investors. 
These are not people who came here to grab 
Canadian companies, or anything like that. 


y 


They have been putting money into Cana a 
for over 50 years and, therefore, they ha ye 
contributed greatly to the buildup of t e 
country. They have told me that if the W ite 
Paper goes through then, as you say, t e 
money and the people will disappear. This is 
not very desirable. oe 


>. 


a 

The Chairman: No, not when it is a source 
of revenue and development and purchasing 
power that does not strain the resources of 
the Government of the country. 4 


Senaior Macnaughton: You say that non- 
resident investors bring a great deal of ecc - 
nomic benefit to Canada. | 

| 


Mr. Harrington: Yes. 


2s 

Senator Macnaughton: That is what we 
want on the record. 2 | 
=: | 


(| 


} 


Mr. Harrington: We know that they do, 
Mir, Bray: May I make a comment? : 
The Chairman: Yes. a 


| 
| 
Mr. Bray: This relates back to my earlier 
remarks about investment funds, because this 
is a very serious problem there. Most of the 
trust company funds have non-resident par- 
ticipants—not a great many, but some—and 
under the proposals the tax that would be 
collected from the trust, while it is recovera- 
ble in some degree by Canadian residents, is. 
not recoverable by a foreigner. There is no. 
way in which he can recover it as an offset. | 
Therefore, he is subject to a capital gains i 
to which he should not be subjected. This is | 
perhaps another aspect of the same question. 


The Chairman: Are there any other points? 


ay 


Mr. Harrington: I think you have drained - 
us, Mr. Chairman. ri 

Senator Molson: Mr. Chairman, I should i 
like to ask another question before these wit- } 
nesses depart. I am wondering if they would 
care to express any opinion as to whether the | 
proposals in the white paper would in any 
way complicate the task of the administration 


of the Income Tax Act, the filing of returns | 


Mr. Harrington: Well, I would say “yes” to ! 
all. In fact, the computer people, whom we 
asked to think about this a little bit, said that 
even with the enormous resources that com- | 
puters have this could lead us into an 
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administrative jungle of such proportions that 
we would just bog down in there, and become 
a nation of record keepers, bookkeepers, and 
paper movers, and much more so than we are 


at present. 


The Chairman: And you would not be able 
to earn money. 


Mr. Harrington: It would be impossible. 


- Senator Molson: Are you suggesting, then, 
that if the White Paper Proposals were imple- 
mented tomorrow the whole system might be 
in danger of breaking down, and that we 
might be unable to cope? 


Mr. Harrington: It would certainly slow 
down terribly, and in some aspects of it there 
does not seem to by any answer to some of 
the things they would ask you to do. 


The Chairman: Thank you very much, Mr. 
Harrington. 


The Chairman: The next brief is that of the 
Toronto Real Estate Board. Mr. Stikeman will 
make the opening statement. 


_ Mr. H. H. Stikeman, Counsel, Toronto Real 
Estate Board: Mr. Chairman and honourable 
gentlemen, I would like to introduce the 
people whose names appear in the second 


group on the printed sheet that is before you. 


On my extreme right is the gentleman 


whose name appears first on the printed 
| sheet, Mr. Kirkup, who is the chief of Public 


u 


Relations and the Research Director of the 


| Toronto Real Estate Board. 


———— 


Next to me is Mr. Strung, who is the pre- 
sent president. He is an evaluator so he 
brings a little more objectivity, perhaps, than 


some of us connected with this organization 


‘since he really does not mind whether the 
things we object to happen or not because his 
business will remain constant, or will get 
better. 

Then there is Mr. Magee, who is the past 
president and the current chairman. He is 
also the president and chairman afaAs E. 


LePage. He has a direct interest in the real 


estate business, and I need say no more. 
Mr. Dart, who is at the end of the table, 
has recently become a_ partner in Price 
Waterhouse. I would say a contributing factor 
thas been his excellent performance on many 
briefs before this committee and the commit- 
tee of the House of Commons, and we are 
very pleased to have him with us again. 


I should state that we view the function of 
our presence this morning primarily to be 
brief. In the course of being brief we shall try 
to expose to you the highlights of our submis- 
sion, and then make ourselves available to 
answer your questions. 


We represent about 25 per cent of the 
number of bodies that are represented by Mr. 
Vineberg in the CARAB (Canadian Associa- 
tion of Real Estate Board) brief, which was 
before you on April 30. We are confined to 
the Toronto area. We have about 6,500 mem- 
bers. Because Mr. Vineberg did such an 
excellent job for CARAB, he saves us the 
task of dealing with some of the subject 
matter in our brief. Also, because some of the 
remarks of the Trust Companies Association 
immediately before us, we can further cut 
down the time of this committee this 
morning. 

The underlying theme of our brief, which 
we put in the introductory pages, is that the 
impact of the White Paper upon the real 
estate fraternity will drastically increase the 
cost of rental housing. We have tried to get 
away from special pleading and aim ata 
more fundamental issue, which is that the 
White Paper and its impact upon the real 
estate business as a whole will raise the price 
of rental housing and inhibit the building of 
new housing beyond ali expectations. We 
have got quite a lot of research ability around 
this table, and we will speak to the points in 
our brief that have particular reference to 
that. 

Also before leaving the room, I would like 
to put before you a couple of pages of the 
statement Mr. Robert Bourrassa, the new 
Prime Minister of Quebec, made in Winnipeg 
on June 5. I was given this yesterday by the 
Minister of Revenue of Quebec, and informed 
that if we subscribed to its terms we might 
make it part of our submission today. We 
studied it last night, and we feel that the 
recommendations on the summary pages as to 
the treatment of integration, capital gains tax, 
the small corporation and the widely held and 
closely held companies, fits in so well with 
our thinking that we wish to adopt it formal- 
ly as part of our submission today. 

We also feel that it is material in view of 
the questions asked by this committee of the 
previous group here this morning, concerning 
what they thought about integration and the 
problems of imposing a 25 per cent rate of 
capital gains tax. When we come to this point, 
you will note that the Quebec submission 1S 
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even simpler, and in our view deals with the 
core proposals of the White Paper in such 
obviously easy terms that it is amazing to me 
they have not been put forward before. 
Rather than imposing a 25 per cent rate of 
tax upon capital gains, Quebec proposes that 
only 50 per cent of the capital gain shall be 
included in income, and if there is a max- 
imum tax of 50 per cent there is in effect 
what our chairman suggested was a sliding 
rate, the lesser of the 25 per cent for the 
individual’s effective rate. Quebec proposes to 
do that without implying or acquiring a slid- 
ing rate. 

I am getting ahead of my story. If we bear 
in mind the central theme of this submission, 
which I started out by indicating, we can go 
Straight to the first question, which is the 
capital cost allowance. It is implicit in the 
White Paper that the capital cost allowance 
schedule and its application will be revised, 
but we are not told how. We start from the 
very beginning of the brief and go. right 
through the first five or Six pages on this 
subject. I am assuming honourable senators 
have or will read this in detail, and I do not 
wish to take up your time by merely reading 
what we have written. 

On’ page 3 the basic submission is made 
when we quote the Carter Report, where it 
was stated regarding capital cost allowance 
that: 

Liberal allowances are probably inherent 
in any simple System, and the present 
rates therefore appear generally to be 
Satisfactory. As we suggested in chapter 
4, a degree of liberality here can be 
accepted because it would probably assist 
in economic growth. We therefore recom- 
mend that the basic system of capital cost 
allowances for depreciable assets and the 
general level of rates remain unchanged. 


for 18 years, which j 
the basis of which e 


Own thinking, 
putting equity 
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of the desire to advance the economy, whick 
the White Paper states is one of its secondary 
aims in the first few paragraphs. a 

The White Paper, as you know, attacks the 
capital cost allowance system by purporting 
to close three existing loopholes. We will not 
discuss whether or not they are loopholes; we 
deal with that on pages 4 and 5. The principal 
loophole at which the White Paper aims is 
the one described as the availability to pri- 
vate investors in the professional classes— 
notably doctors, dentists and some ae 
of pyramiding holdings in rental rea] estate 
property so as to reduce their other income | 
by the capital cost allowance they may there-) 
by claim, and then expecting to die with © 
those assets still unrealized and passing them 
on to their heirs without recaptured deprecia- 
tion on the footing of fair market value. As. 
Mr. Vineberg so ably said, people do not die 
to escape tax. The minister’s answer, how= 
ever, is that people do set up their real estate 
holdings in anticipation of the inevitable — 
death so as to save tax. That is a rather — 
far-fetched loophole. 4 


i 


When we consider, as Mr. Strung will tell 
us in a moment, statistically how much real 
estate in the rental housing area has been | 
financed and is owned by individual inves-. 
tors, we come to the question whether or not. 
this is in fact a loophole meriting that term, 
by virtue of being limited to the professional | 
classes in small numbers, or whether it is not. 
a progressive symptom of the investing fra-— 
ternity who are sophisticated enough to see in | 
real estate the Opportunities for long term 
gain, and, by their sophistication and their | 
reliance upon the present capital cost system, , 
thereby enabling low cost housing and rela- 
tively moderately priced rental housing to be 
continue to be constructed, particularly in the | 
Toronto area. 

I will come to the other aspect of this 
attack when we have heard Mr. Strung on 
this point. ; 

The other aspect of the attack on the pres- 
ent capital cost allowance system in the 
White Paper is, of course, to Single out the 
real estate investor for rental income from all 
other types of investors by requiring him to 
compartment his investment into $50,000 
backages, and to suffer recaptured deprecia- 
tion, or to be deprived of the carryover of 


losses derived from the realization of those 
packages. 


——— 
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_ The Chairman: How can you regulate your 
purchases of property for rental on the basis 
of a capital cost of not more than $50,000? 


Mr. Stikeman: You cannot. In any event, 
why should they say that the fellow who buys 
eal estate for rental should be treated differ- 
ently from the one who buys it for business 
purposes. 

| - Now, when we deal with the first point, that 
is the question of the importance of the 
individual investor for rent in the creation of 
moderately priced rental properties and the 
continuing development of such properties, I 
would like Mr. Strung to speak. I think it is 
fitting that he starts with the examples to 
which we refer at the bottom of page 6. These 
examples are on the last two pages of the 
brief, known as Exhibit A. Mr. Strung pre- 
pared these, and I am not going to ask him to 
go through them in detail and give you the 
results of his findings in the course of the 
preparation Ole lt 

| Mr. J. Strung, President, The Toronto Real 
Estate Board: Thank you. Mr. Chairman, we 
have found in the Metropolitan Toronto area, 
and I am quite sure this is common through- 
‘out other areas of the country, that many 
apartment buildings and apartment invest- 
ment properties have been selling at unusual- 
ty low rates of return. I suspect that part of 
‘the reason for the low rate of return, and 
why anyone would invest his money on the 
ibasis of this low rate of return, is because of 
the inflationary trend, anticipating increased 
rents over a period of years, which would then 
show a more appropriate rate of return on 
their investment. The second and perhaps 
most cogent reason for people investing 
‘money at these low rates is the capital cost 
‘allowance benefits to these professional 
people who have been referred to before. 


'. Our statistics indicate that approximately 
57 per cent of the rental accommodations are, 
held by private individuals as opposed to 
developers and large corporations. This sug- 
gests that a fairly large percentage of the 
dwellings that are being rented are owned by 
these people to whom the White Paper is 
specifically directed. 

_ By way of illustration I may direct your 
attention to the last Exhibit A, and an apart- 
ment building located at 1002 Lawrence 
Avenue East. As it was suggested, I do not 
propose to go through all of this. At the 
moment it indicates that this apartment 
building sold at an overall rate of return of 
7.7 per cent before any allowance for recap- 
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ture of capital had been made or any 
depreciation allowances were made. The 
apartment building actually sold for $730,000. 
The net income before depreciation was 
$56,183, representing 7.7 per cent. 

Our submission is that if the capital cost 
allowance benefits are taken away from these 
investors, then they will quite naturally insist 
upon an appropriate rate of return, because 
the benefits which attracted them to buy at 
this low rate of return will be gone. 


The Chairman: The rents would go up. 


Mr. Strung: That is right. If the investor 
said that he would invest on at least 10 per 
cent net income as opposed to 7.7 per cent 
that would require a rental increase of 16.4 
per cent. The fact that mortgage interest rates 
are 104 per cent further decreases the net 
return that the investor now receives and it 
would further require an increase in rental in 
order to provide him with the necessary com- 
petitive rate of return. 

This nominal rate of return has adversely 
affected, among other things, the rate of 
dwelling starts. The dwelling starts across the 
country are down by 43 per cent, notwith- 
standing that the Economic Council of 
Canada in its Sixth Annual Review, entitled 
Perspective 1975, issued in September 1969, 
had this to say dealing with housing: 

In view of the large rise in the total 
housing stock required to 1975 under con- 
ditions of rapidly rising levels of new 
household formation, it is essential that a 
high rate of new residential construction 
be maintained, and that there should be 
no major setback in this sector, such as 
occurred in 1966. Indeed over the next 
year or two, it is particularly important 
that a very high rate of new housing 
completions be achieved to increase the 
relatively low vacancy rates now prevail- 
ing in various major Canadian cities. 
This is one essential requirement for 
achieving a moderation in the recent 
very high rates of advance in shelter 
costs. In these circumstances it is vitally 
important, especially under the financial 
conditions of today, that the seasonally 
adjusted annual rate of new housing 
starts be carefully monitored month by 
month. If there should be any clear sign 
that new housing starts are falling off in 
a significant way, possible remedial 
actions should be quickly considered. We 
are now in a situation in which a major 
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housing crisis could develop within a 
very short period of time. 


We are probably right in this major hous- 
ing crisis now, because the housing starts are 
down 42 per cent. It is our submission that if 
the White Paper is implemented and the capl- 
tal cost allowance benefits are taken away 
from these investors, the dropping of dwelling 
starts will increase even more, thereby wors- 
ening the housing shortage we now have. 


Mr. Stikeman: Mr. Strung has told me that 
three years ago the NHA interest rate was 
63 per cent. It is now, as he said, 10% per 
cent. He tells me that for every one percent- 
age point the rental goes up $40 per month, 
assuming that you have a mortgage of $12,000 
per suite. This is $10 a month interest. The 
average suite costs you between $12,000 and 
$19,000 to construct. Assuming you have a 
$12,000 mortgage you are going to pay $10 a 
month for $12,000 for every one per cent of 
increase in the NHA rate. If the individual 
investor is deprived of the collateral facilities 
of the capital cost allowance, which is given 
him under the present law, he will not put 
the money out without raising the rent drasti- 
cally. I think that is your point. 


Mr, Strung: Yes. 


The Chairman: It is a case of whether you 
give an incentive or take it away. 


Mr. Stikeman: It is not only an incentive, 
but you have got to think of the inversion 
phenomena. 


The Chairman: The capital cost allowance 
is a form of incentive. 


Mr. Stikeman: That is right. 


The Chairman: When the company gets 
that then the proposals in the White Paper 
will effectively take away the benefit of it. 


Mr. Stikeman: The Carter Commission said 
at the very beginning that it should be a 
liberal kind of thing. Mr. Scully, for all his 
hardheadedness, was liberal. 

Mr. Magee is going to point out another 


Situation which is called the inversion 
phenomena. 


Mr. B,. R. B. Magee, Chairman, The Toronto 
Real Estate Board: Mr. Chairman and honour- 
able senators, there is a brief article which 
appeared some months back, enlarging on 
what Mr. Strung has said. Normally, one 
would expect when making an investment 
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that the person putting up the mortgage 
money would have a better security than the 
equity holder. Normally, the equity holder 
would expect a higher rate of return than the 
mortgage holder, because the risk is less, 
everything else being equal. ; 

About three years ago, because of the | 
number of situations, this inversion phe- 
nomena had become apparent across our 
country. Basically, in a few simple words, it 
means that we find owners of equity of real 
estate receiving yields considerably less than 
the first mortgage rates, and as low as 6 per 
cent in certain areas; 7 per cent in apartment 
houses, and 10 per cent in shopping centres 
and so on across the board, whether industri- 
al properties or other properties. 

One of the main reasons investors are not 
prepared to accept this capital cost allowance | 
is, as Mr. Strung said, that if his capital cost | 
allowance is modified or removed, then the > 
owner of the equity will require a larger 
return for his investment, and consequently — 
rental costs across the board will increase. | 
You might as well say, if that is the situation, — 
why are people continuing to build? I think | 
there are a number of reasons, over and 
above that. It is a question of present day | 
construction costs, high as they are, and the 
attitude of labour, that you will probably 
never find land and construction costs coming | 
down, unless we have a very very major 
depression, which I hope we will not have. 


You have read in the papers and you have | 
seen some of the wage increases that have | 
recently gone through, far above any Govern- 
ment guidelines—50, 55 per cent in the con- 
struction industry in the Toronto area, and it | 
is hard to know what the cost of shelter | 
accommodation will be in the future. a 


The other thing is that the investor feels | 
that eventually he may get onside. Rental 
rates at the moment in the metro Toronto 
area are considerably low in the market. | 
There is a very drastic curtailment in the | 
number of new apartments being _ built, 
simply because it is not economical for | 


anyone to go ahead and develop a negative | 
cash flow. | 


Certain people have organizations that they | 
wish to maintain and they more or less are | 
building what buildings they are proceeding | 
with now, on the basis of keeping their staff 
together. It is one of the most difficult things — 
to build a good organization, it is very easy to” 
lose it, and a lot of them are prepared to” 
subsidize that building operation by continu-— 
ing to build. ¥ 


i 
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_ Those are the main reasons. If it might be 
of interest to you, Mr. Chairman, and to your 
colleagues, I could make available this inver- 
sion phenomena, but in the interest of time, 
someone might see fit to read over it and 
perhaps study it. It is about four pages long, 
but it covers the thing quite adequately. 


Mr. Stikeman: Is it your point, Mr. Magee, 


that that would be accentuated by the White 
Paper proposals? 


Mr. Magee: There is no doubt about that. If 


the Government sees fit to change capital cost 
allowances, it is just another nail in the coffin 
for the development of rental accommodation 
in this country. 


Mr. Stikeman: Do you think people would 


still continue to accept the negative cash flow 
to maintain their investments? 


Mr. Magee: Not really, no. I think you have 


already seen many major builders who are 
just sitting on the sidelines now. The demand 
is still there for accommodation and, with the 
‘shortage of supply, you are going to find rents 
‘continuing to escalate quite dramatically. I do 
not think we have seen the really dramatic 
escalation of rents yet. 


Mr. Stikeman: You are speaking entirely of 


rental income investments? 


Mr. Magee: The same thing applies to 


income new homes. At the present time, the 
‘cost of a new home in Toronto is running 
around $42,000. 


Senator Beaubien: Mr. Magee, would it be 


helpful, do you think, if the Government 
‘made a statement saying that, if there were 
any change in the capital cost allowance, it 
would not apply to present buildings or build- 
ings that were started? 


Mr. Magee: Senator Beaubien, I think it 


‘would be helpful, but it is not really going to 
solve the problem, because this country is 
‘still short of accommodation and for the 
future we are going to need a lot more build- 
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ings, if the population is going to continue to 
2row. 


The Chairman: Are there many operations 
n Toronto where a pool would exist which 
the White Paper proposes to take away? I 
Inderstand the White Paper proposes that a 


oroperty costing $50,000 or more is a separate 
entity and your write-offs are in relation to 


hat and your recaptures are in relation to 
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that. Are there many organizations where 
they would have a class? 


Mr. Magee: Yes, Mr. Chairman. I think that 
will probably be covered a little later on 
today by the Institute of Public Real Estate 
Companies, who are involved in that, so I will 
not mention that. It is certainly discriminatory 


‘as far as the real estate investor is concerned. 


I think Mr. Stikeman has said it earlier. This 
proposed $50,000 a year class applies to an 
investor in real estate, yet it does not apply to 
Loblaws or to Imperial Oil in a service station 
or to any other company which is using real 
property to create other income, where, as we 
read the White Paper, they are allowed to 
incorporate that in a pool of their general 
assets and take their depreciation across the 
board. 


The Chairman: Supposing I bought one 
property that cost $100,000. Then, except the 
possible reduction in capital cost allowances, 
how otherwise would one be affected by the 
White Paper proposals? 


Mr. Magee: The question of your loss car- 
ried forward, and the number of investment 
properties, they do not generate their full 
cash flow initially. You would have tax losses. 
As far as individual homes are concerned, if 
you happened to have any losses, the White 
Paper proposes that no losses would be 
deductible, yet the propose to tax you on a 
capital gain. 

The Chairman: The no loss deduction there 
is in relation to the fact that it is the capital 
cost allowance that creates the loss. 


Mr. Magee: I was referring to homes, sir. 


The Chairman: In the homes, of course, if 
they are home owned, the problem does not 
arise. It is homes, rental homes, that they are 
talking about and that the White Paper deals 


with, is that not right? 


Mr. Stikeman: Yes, you are quite right, Mr. 
Chairman. The loss of which you are speaking 
is the loss in excess of the $50,000 capital cost 
allowance. You lose that, but you get it up to 
the $50,000. We deal with that on pages 9, 10 
and 11 of our brief, which pretty well says 
what Magee has said. 

I think the point is that this particular por- 
tion of Article 5.17 in the White Paper— 
which makes the distinction between real 
estate held for another income over real 
estate held for any other purpose—In limiting 
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the capital cost, cost by cost, to $50,000, and 
preventing the pooling of the assets, as 
Loblaws might do, vis-a-vis the rental inves- 
tor—is in danger, in the eyes of this commit- 
tee, of driving investment money away 
from the creation of rental real estate, into 
other forms of real estate investment. It has 
the same effect, of course, upon the shares of 
real estate companies whose assets are rental 
real estate investments. 


Senator Phillips (Rigaud): To what extent 
would it increase the rate of rental? 


Mr. Stikeman: That I cannot say. 


Senator Phillips (Rigaud): I know there has 
been a surprising indication to me that the 
private sector contributes—what percent- 
age... 


Mr. Strung: 57 per cent. 


Senator Phillips (Rigaud): 57 per cent of the 
total amount. There are two problems with 
capital cost allowances. One is the general 
observation in the White Paper, that they 
intend to deal with this in due course. That is 
one of the “manana” problems, it is a Delphic 
utterance and we do not know what it is 
going to lead to. I suppose they have to wait 
and see until they come out with the sugges- 
tion. Of course, there is serious reactions by 
way of complaint generally, but uncertainty 
is created by the very observations. There is 
nothing that this committee can do about that, 
other than this place being a forum for the 
expression of opinion, that you do not say 
that you are going to do something and you 
are going to deal with it, and creating the 
uncertainty, when no one has the faintest 
idea of what they are going to do, even to the 
extent of possibly saying we can eliminate 
capital cost allowances completely. 

There is no question about the unsettling 
aspect of that observation in the White 
Paper; but I do not think we can do much 
more, having said that. 

Coming specifically to the next range effec- 
tively in this submission, the general dis- 
criminatory effects are clear, there is no ques- 
tion about that. It is the only type of investor 
that is being singled out for discriminatory 
adverse treatment, in the treatment of capital 
cost allowance. Having said that, I do not 
think te opinion will be aroused at dis- 
crimination to investors, u 
it to damaging ‘Sheesh amici is : ce 

entals. 
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The Chairman: I would like to know what — 


this would be. 


Mr. Strung: If you will look at Exhibit A, . 
this particular illustration indicates that the — 
rents would have to go up as much as 164 _ 
per cent to provide the investor... a 


The Chairman: Exhibit A on the last page. 


Mr. Strung: First of all, we are dealing 
with the value of the property rather than an » 
increase in rental income. | 


The Chairman: Let us deal with that 
because I think that is the crux of your case. 


\ 

Mr. Strung: On this particular building, for ] 
simplicity’s sake, the mortgage has been left | 
out. The property sold at $73,000 and the net ! 
income, after all expenses but before any \ 
depreciation allowances were deducted, was | 
$56,183. That indicates that the investor 
received 7.7 per cent before he made any | 
allowances for recapture. 

Actually it was less because, if he were} 
allowed, let us say, even 23 per cent 
depreciation on, say, 60 or 65 per cent of the) 
$73,000, as represented by the building, then 
his net income would probably be 5 per cent) 
or around 5.6 per cent, or something like that. | 

He was prepared to accept this lower rate’ 
of income because of the capital cost benefits l 
as part of the reason. e,| 

If we take this benefit away, then an inves- 
tor would insist on getting a competitive rate 
of interest. That one incentive is gone, so he 
would say to himself, “If I can get 10% per, 
cent on first mortgages where I do not have 
any management burden at all and have the) 
greatest degree of liquidity, much more so | 
than if I have my money invested in equity 
and at the same time I have not got the risk. 
involvement, not nearly as much risk as in’ 
equities. So, I would want at least one or two’ 
points greater return for my equity invest- 
ment than I can get from a mortgage com-) 
pany.” i 

If we were to add all these things in I’ 
would suggest that rents would probably. 
Increase something like 30 or 40 per cent. 


Senator Phillips (Rigaud): Where have i 


| 


got that? | 

Mr. Strung: This is not in here. In. this: 
particular illustration we suggest a 16.4 per 
cent Increase would be required to provide 
this man an overall return of 10 per cent. 


{J The Chairman: Is it at the bottom of the 
last page. 
| 


| Senator Phillips (Rigaud): At the bottom of 
_ the last page. 


i Senator Carter: May I ask you whether that 
16 per cent now is just the exact equivalent 
of the capital cost allowance that is being 
lost? 

_ Mr. Strung: I beg your pardon? 
Senator Carter: That 16 per cent increase 
in rents—will that exactly cover the capital 
cost allowance which is being lost? 


| 
a 


} Mr. Strung: No, senator. That is merely an 
‘illustration to show how rents would have to 
,increase to compensate for any greater net 
-return that an investor would insist upon if 
_he lost some of the attractions for investment, 


Le. the capital cost allowance benefits. 


| In all likelihood, even the 10 per cent is 
“merely used here because it is a round figure. 
| No investor would buy an apartment building 
_if he did not have these other investments at 
10 per cent net return if he could invest his 
;Money in first mortgages at 104 or 10% 
.per cent, where he has no management 
-burden, and where he can convert the invest- 
‘ment into cash much more quickly than he 
could with equity. 

So, he would have to get more than 10 per 
+cent, and substantially more if first mortage 
rates are higher. This illustrates how it would 
affect the rental income. In all likelihood, the 
| rental of apartments would probably increase 
‘in excess of $30 or $40 a month. 

i Even at 16 per cent, an apartment building 
having a rental of $200 a month would be 
‘subjected to a $30 a month increase. 


Senator Beaubien: Perhaps Mr. Stikeman 
could explain the capital cost allowance being 
deducted from the income; how it saves 
“money for the investor. 


_ Mr. Stikeman; Well, the White Paper gives 
-an indication of that in paragraph 5.17. But 
‘the individual investor, who has large amount 
of investment or professional income, says, “I 
will invest $100,000 in the acquisition of a 
‘rental property and I can depreciate the prop- 
| erty at 5 per cent on a diminishing balance. If 
I put $1 million in I get $50,000 against my 
‘total income. Therefore, I am not too con- 
“cerned whether the rent that I get from that 
property is very high or very low. What I am. 
looking at is the collateral benefit of reducing 
“my other income. 
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‘ Once this benefit is taken away my atten- 
tion comes back to the yield I can get from 
that particular property. It has got to carry 
itself.” That is what Mr. Strung says makes 


the rental income  sudd enly become _ so 
expensive. 
Senator Phillips (Rigaud): But the real 


problem is that in many cases criticism arises 
from the graduate income tax. 


Mr. Stikeman: That is right. 


Senator Phillips (Rigaud): Because 
depreciation works out to the greater advan- 
tage of those in the higher brackets. 


Mr. Stikeman: That is right. It is progres- 
sively tougher. 

And this is 
higher bracket 
suggest change 


Senator Phillips (Rigaud): 
because the incentive on the 
has been taken. Those who 
find there is virtue in thai. 


Mr. Stikeman: That is right. 


Senator Phillips (Rigaud): One wonders 
whether there might be some compromise 
approach to this, that the degree of deprecia- 
tion should relate itself to the taxable income 
of the investor. 

Now, I know that once you start to play 
around with that you get back into a form of 
discrimination, and this is a very good exam- 
ple that when you try to get an ad hoc solu- 
tion to a specific problem on the one hand, 
Mr. Chairman, you create the horrible social 
result of increased rentals for the average 
person in a modest apartment house. But, as 
against that, one must be realistic. 

It has been said by some people in the 
higher income brackets, that with the grad- 
uated scale of taxation, the problem would 
not arise if the Utopia of the 50 per cent rate 
suggested in the White Paper were realized. 
You know what I think of that approach. It is 
the graduated rate of taxation that gets above 
the criticism. 

I think, Mr. Chairman, we are facing the 
same problem here with respect to the incen- 
tives to industries, where you try to reach a 
bonanza situation with ad hoc legislation, and 
if you attempt to do so then you strike at the 
whole incentive process in the development of 
natural resources in our country. 


The Chairman: That is what has happened 


here. 
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Senator Phillips (Rigaud): Yes, it is exactly 
the same thing. We have got to say—really, if 
am speaking as one member—that, admitted- 
ly, under the graduate rate of tax, there are 
benefits to those in the higher income brack- 
ets. However, I think that in this case we 
should set the Minister of Finance right, that 
if we accept the 50 per cent rate, binding 
upon future finance ministers by constitution- 
al amendment, the discrepancy, therefore, 
will not be serious. 


The Chairman: I would like to have Mr. 
Stikeman suggest—if you were given the 
opportunity of rewriting this provision in the 
White Paper, realizing that you cannot go 
back to the existing law, what would you 
propose? 


Mr. Stikeman: I think I would eliminate it 
and the existing law. I think that if 57 per 
cent of the rental income is reduced by 
investment from investors, they should be 
treated on the same footing as the commercial 
real estate purchasers who use it for the pur- 
pose of producing income. It should be treated 
as his business, like a manufacturing concern, 
or the CCA should be denied to all of them 
on the same footing. 

The thing which is bad, I think, is the 
discrimination. If you leave one part of the 
investment in real estate open to the same 
advantages we have today and close the pri- 
vate individual investing sector through the 
provisions of rule 5.17 of the White Paper, 
then you are not only discriminating, but you 
are driving money out of that particular field. 


The Chairman: Yes, but in your comparison 
there is a built-in protection so far as busi- 
ness is concerned. The man with a profession- 
al income who wants to reduce the over-all 
burden of taxes by making this investment 
would not go out and buy a business, 


Mr. Stikeman: No. 


The Chairman: Because there are more 
problems in handling a business than there 
are in handling an apartment building, 


Mr. Stikeman: But you have got the cure at 
e end of the line, when he dies, in the 
WI ite Paper, Now you are not going to allow 
him to pass it on to his heirs at the fair 
market value, and without recapture. 


Senator Phillips (Rigaud): May I suggest 
something to you, Mr. Stikeman, because you 
are probing for suggestions. I think Wwe have 
to relate this problem to capital gains, Let us 


these things, 
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assume that only 50 per cent of the capita] 
cost allowance is presently allowed as a 
deduction from normal taxable income, then 
there would have to be a corresponding 
adjustment from the point of view of capital 
gains tax realized on the sale of the property 
and in that way you might get a sort of a 
balanced justice here. The introduction of a 
capital gains tax in my mind introduces an | 
opportunity for flexibility. Now I am coming. 
back again, and I am sorry for taking so much’ 
time, but I am familiar with this problem in 
professional practice, but once you start play-. 
ing around with discrimination, it is dyna- 
mite, as the saying goes, because the discrimi- | 
nation is there. On the other hand, there is) 
the odd benefit given to the _ singled-out 
person which public opinion does not like, 
and my understanding of your answer is that, 
90 per cent of the depreciation presently | 
allowed should be the ceiling of the deduction | 
from taxable income with corresponding. 
adjustments in due course in capital gains, | 


Mr. Stikeman: It is a good suggestion. Mr. 
Dart has done quite a lot of research on this. ) 
How does Senator Phillips’ idea strike you, : 
Mr. Dart? : 


{ 


Mr. R. J. Dart, Accountant, The Torconto { 
Real Estate Board: To be quite honest with ' 
you, I couldn’t quite hear Senator Phillips’ - 
question. 


Mr. Stikeman: I think his point was that if” 
you reduce the capital cost claimable to 50 | 
ber cent and make an adjustment in the capi- 
tal gains, net, which catches that on disposal, 
you will permit the man to enjoy the benefit | 
of his investment while he holds it and take» 
his chances and make his own choice as to | 
when he disposes of it. It is not a bad idea. 


Mr. Dart: [ think it is 
complicated. 


a little too 


Mr. Magee: They are still getting their bite 
at the cherry and also recapture if he dis- | 
Poses of that property. I mean it is only a! 
deferment, this capital cost allowance, it is 
not a benefit in perpetuity. 5 | 


Senator Phillips (Rigaud): 


to that, Mr. Magee, is that a 
a man 


But the answer | 
deferment is like | 
in the natural resources industry | 
Where they always think that they will even- 
tually achieve a taxable income but meantime 
they strive for lower tax holidays, and what 
we are trying to do is to get some balance in | 
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' The Chairman: But, Senator Phillips, the 
thing that they are trying to get at is the use 
of other earned income and to reduce the 
impact of taxes on that by making use of the 
capital cost allowances in connection with an 
apartment house they might acquire. If you 
ban put a limit, as you suggest, on the amount 
>f write-off they can apply against their other 
barned income, then you have met the prob- 
fem. Maybe you have not beaten it, but you 
awe reduced the impact. 


| Senator Phillips (Rigaud): Yes, you have 
compromised with the problem and met it up 
to a point. 


The Chairman: That is right. 
HE 


_ Mr. Stikeman: You are decreasing the 
allowance and you are decreasing the tax at 
the end. 


. Senator Phillips (Rigaud): You are levelling 
it off and the capital gains tax would bring 
that up. 


_ Mr. Stikeman: Or the recapture, whichever 
happens to strike. 


Mr. Dart: Could I make a couple of com- 
ments on this proposal which I hope may 
answer Senator Phillips’ question. The 
proposal in the White Paper... 


- Senator Phillips (Rigaud): Incidentally, Mr. 
Chairman, I may be out of the law business 
| as a result of this suggestion. I may be with- 


out any clients. 


Mr. Magee: “It is a far, far better thing...” 


! The Chairman: Do you want this part of 
the record to be marked confidential? 


Senator Phillips (Rigaud): No. 


Mr. Dart: The Government proposes to 
deny the deduction of a loss created by capi- 
tal cost allowances because it is their opinion 
that the capital cost allowance rates are 
‘excessive. To the extent that they are exces- 
‘Sive, they create an incentive to invest in real 
estate, which Canada badly needs. The public 
housing situation has been explained. I think 
both Mr. Strung and Mr. Magee have shown 
us that the benefits of the excessive capital 
‘cost allowance rates is passed on to the tenant 
because the return is low on most of the 
‘properties that they have looked at, and it 
only suggests to them that the landlord is 
willing to receive a lower return because of 
the capital cost allowance benefits he receives. 
‘We must recognize that if the Government 
| 22267—3} 
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does remove this incentive, it is not the land- 
lords they are hurting, it is the tenant. 


Secondly, how to do you distinguish or 
compute a loss due to capital cost allowance? 
Capital cost allowance is one item in deter- 
mining a loss in a total income made up of all 
your operating expenses, mortgage interest, 
capital cost allowances and what have you. If 
an apartment building is half rented, your 
income is only going to bs half of what it. 
should be, but your entire capital cost allow- 
ances will be with you, and you did have to: 
incur the cost of the building. You have real- 
ized a true loss—it is an artificial loss— 
through the excess capital cost allowances. 
How can you in a proposal recognize a loss 
which is due to excessive capital cost allow- 
ances as opposed to a loss which is due to a 
building being half rented, or the rents being 
lower than you estimated when you projected 
your building in the first place—as to how 
much you could afford to pay for that build- 
ing. Rents are too low, and capital cost allow- 
ances are higher than rental income and 
therefore you have a loss. It is not an artifi- 
cial loss; it is a true loss. 


Senator Phillips (Rigaud): But we are deal- 
ing with two different points. You are relat- 
ing the offset against your capital gains. The 
cost of the capital asset has nothing to do 
with operating deficits or loss of operating 
income. The question of an operating deficit 
may be related to the problem of deprecia- 
tion, but not a combination of both. 


Mr. Dart: I do not know how you distin- 
guish a loss due to CCA versus operating 
deficits. 


Senator Phillips (Rigaud): You don’t distin- 
suish it as an operating cost, but you distin- 
guish it in the operation of a capital gains tax 
which is an entirely different matter. You 
cannot apply an operating deficit against a 


probable tax loss. 


Mr. Dart: No, but I am speaking to the 
proposal to deny the deduction from other 
income of a loss created by capital cost 


allowances. 


Mr. Stikeman: Senator Phillips, what he is 
saying is that you do not distinguish it at the 
point the loss arises, except you reduce the 
depreciation capable of being taken, but when 
you get to the end you have ear-marked that 
portion of the loss, as I understand it, which 
is created by the CCA and you deal with that 


differently. Is that right? 
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Senator Phillips (Rigaud): That is right. 


Mr. Dart: But I would suggest that he 
deserves it today because his loss is realized 
today. 


Senator Beaubien: Mr. Chairman... 
The Chairman: Yes, Senator Beaubien? 


Senator Phillips (Rigaud): I want to make it 
clear that I feel strongly on the point that it 
is a mistake to introduce a discriminatory 
aspect, more particularly when it produces 
damaging results in terms of rentals. 


Senator Beaubien: Mr. Stikeman, in the 
case of an investment of $100,000 which you 
mentioned for a man who has other income, I 
do not see how the capital cost allowances 
could be a deduction from his other income. 
Now, take a building here where the revenue 
is 7.7 before the capital cost allowances are 
taken into account, and the revenue then at 
$100,000 would be $7,700. But the capital cost 
allowances on $100,000 would be $5,000, so 
there would still be a net income that he 
would have to add to his other income. There 
would be no reduction of his other income. 


Mr. Stikeman: No, not as much, and then if 
he suffers a loss in the disposition of that 
building, he has it against his other income. It 
is a loss below the cost price and the C.C.A. 


The Chairman: But as long as he ends up 
with something that is called profit in the 
operation of the apartment he has not 
reduced his other income. So where does the 
problem arise? 


Mr. Stikeman: Principally on the loss. 


The Chairman: That is that he operates the 
building at a loss? 


Mr. Stikeman: The $100,000, is not a very 
happy example because it is too small. But on 
a very large investment—supposing you 
invest $1 million and your other income is 


$50,000, the C.C.A. would be of benefit to you 
there. 


The Chairman: Yes, but that is an exag- 
gerated case. And possibly their building goes 
into something much larger than it really is. 


Mr. Strung: I think what the investor is 
viewing and the capital cost allowance he is 
making—I think he can deduct that as an 
item of expense, and he does not have to pay 
income tax on this amount of money. 
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He stills keeps the 
am 

Mr. Strung: But he may have to pay ata 
later date if there is recaptured depreciation; 
when he sells the building. He knows at the) 
present time, while he has a taxable income 
of, let us say, $50,000 plus $20,000 for the 
building, he is also charged another $20,000) 
depreciation which he pocketed and he does) 
not have to pay any tax on now. He may be) 
caught when he goes to sell the building and’ 
has to pay it back, but at the present time, in! 
addition to the $70,000—he has $50,000 


Senator Beaubien: 
money. 


1 


income and $20,000 from the building and) 
$20,000 depreciation, so that he has 90,000, 
but he pays tax only on 70,000. | 

Mr. Stikeman: The cash flow is improved 
by the depreciation, but you are right, that’ 
does not affect his other income. 


Senator Beaubien: That is the only point I) 
am making. 


Mr. Stikeman: It is a good point. It enables 
him to take more home, and we have proba-: 
bly put it wrongly. i 


Senator Beaubien: I understand that, but it 
is not deducted from his other income. 
Mr. Siikeman: You are quite right, and that 
is a good point. | 


The Chairman: Mr. Stikeman, what is the 
size of the problem? That is what we would) 
like to know. Are they dealing with some-; 
thing that is very small or does it amount to! 
any considerable sum? | 


Mr. Siikeman: I do not think it is very big 
and I think it is self-defeating because you 
have to keep on adding assets to the class and 
spending money to prevent the ultimate! 
recapture. Not many people can do that. The! 
real thing thereafter, I think, is the loophole 
of death, where if a man does not dispose of 
them and dies, his heirs get the fair market 


value without recapture, and they are stop- 
ping that. | 


The Chairman: If that is the problem, why 
do they not just deal with that problem? I. 
thought this migh be a suggestion you might 


make, and even suggest the language that 
might be used. 


Mr. Stikeman: You have got in ahead of us. 
: ag you are right. That is the real answer 
to it. That is part of Senator Phillips’ solu-' 
tion, except he is temporizing and is saying, 
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“We will not give them so much as they go 
along, but we will catch them in the end.” 


The Chairman: I repeat the offer I have 
made. That is that now we have narrowed 
and crystallized what the problem is and what 
ithe difficulty is they are trying to overcome, 
i put in words what you think overcomes 
‘that. 


. Mr. Stikeman: I think you are going to 
have to stop the transfer at fair market value 
‘on death, which is consistent with the 
application of capital gains tax or estate tax, 
or whatever you end up with, but leave it the 
bind it is in the meantime. 


The Chairman: I am assuming that every- 
,body has inherent in his make-up a desire to 
save face. How do you save face in relation to 
the proposals here, and how much would deal 
with the situation and yet save face? That is 
‘a problem I am putting up to you. 

Mr. Stikeman: That is a good question. I 
think statistically you could show that if 57 
per cent of this part of the investment of real 
estate is in individual hands you have not got 
a loophole. If you have not got a loophole, 
then the urgency of doing something which 
appears to be morally beneficial is not as 
great. You might say that the loophole which 
appeared upon further examination seems to 
be a universal practice indulged in by far 
ismaller investors than you think who do not 
‘get away with a very great deal, and you can 
take care of it very soundly by your third 
‘suggestion under 5.17, but not permitting 
them to pass it on at fair market value with- 
out recapture. 


' Senator Carter: I would like to ask a ques- 
tion arising out of the sentence at the bottom 
‘of page 10. You talk about a builder building, 
say, a hundred-apartment block and he rents 
'80 of these 100 apartments and has a high 
vacancy rate. Then you say that the “loss is 
vegarded as a cost of establishing a new 
‘source of income.” 

I am inclined to agree with the White 
Paper on this, because the reason these apart- 
‘ments are vacant is because the rent has been 
Set so high. If the rents were lower these 
apartments would not be vacant. Instead of 
‘setting the rate of recovery on about 80 per 
cent of its capacity and waiting a couple of 
years with vacant apartments to make the 
extra profit. 


Mr. Stikeman: What you are talking about, 
senator, is not the rate of capital cost allow- 
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ance, but the rate of yield that the investor 
seeks to obtain. The higher his yield is forced 
up by the loss of the collateral benefits of the 
present capital cost allowance system, the less 
he can accept initial vacancies. 


Senator Carter: How can that be “regarded 
as a cost of establishing a new source of 
income’’? 


Mz. Stikeman: He is prepared to accept a 
few years of partial vacancies on a temporary 
basis as laying a foundation by which he 
hopes the future will see the building filled 
and therefore recover. But he cannot do that 
if he does not get his capital cost allowance 
carried forward to offset that income flow 
when it comes in. 


Senator Carter: That is true, but we have 
been talking a lot about deemed realization 
here, and this is the first example I have 
come across that seems to partly justify it. I 
think with the housing shortage we have all 
across the nation—and you are complaining 
about it both ways—you tie up 20 per cent of 
capacity when it is not necessary. I do not 
think you should write that off as lost income. 


The Chairman: Senator Carter, what are 
you suggesting, that he should aim for 100 
per cent rental right away at lower rates? 


Senator Carter: Yes. 
The Chairman: Why? 


Senator Carter: Because his total invest- 
ment is wrapped up in the hundred apart- 
ments and he should recover it on that basis 
and not on the 80 per cent that he is going to 
rent right off because people cannot afford 
the rents and keep that other 20 per cent 
vacant for two or three years when people 
are looking for housing. I think the Govern- 
ment should discourage it, and if the White 
Paper discourages it I am on the side of the 


White Paper. 


Senator Phillips (Rigaud): Senator Carter, 
with the greatest respect, is misreading what 
the paragraph says. There is no other indica- 
tion here that a builder may not rent 20 per 
cent. He says that “a company which con- 
structs a new apartment building may experi- 
ence a high vacancy rate’. We must not go 
into a theoretical assumption here that a 
builder deliberately put up more buildings 
than he thinks he can rent in order to hold 
out for higher réntal income. 
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The Chairman: I think there is an assump- 
tion too Senator Carter is making that it is 
not your plan to rent 100 per cent. 


Senator Phillips (Rigaud): Exactly. 


The Chairman: Of course, I would think 
any person who builds an apartment would 
like to rent all the apartments right away. 


Senator Phillips (Rigaud): The brief simply 
says he “May experience a vacancy rate’, and 
the senator reads into it an intent on the part 
of the apartment builder deliberately to keep 
a percentage of the construction vacant in 
order to get higher income. 


Senator Carter: Mr. Chairman, I must 
defend myself here. I am _ speaking from 
experience, because you can go to any new 
apartment building in Ottawa... 


Senator Phillips (Rigaud): But the experi- 
ence is not related to the brief we are consid- 
ering. This is a different matter. 


Senator Carter: I am dealing with actuality. 
Where a new apartment is constructed about 
20 per cent, or up to 20 per cent of that 
apartment building will remain vacant for a 
year, or sometimes longer. On page 11 it says: 


Under the White Paper proposals such 


a loss would not be deductible from other 
income. 


I agree with the White Paper. 


Mr. Dart: Could I turn that around to your 
example, whereby you suggest that the land- 
lord should reduce his rents in the first two 
or three years to completely fill his building 
immediately? I would suggest he would then 
create a loss because his rental income is 
lower than what was anticipated to carry the 
building. That loss would not be deductible, 
because it would relate to CCA. However, a 
person in another industry bringing out a 
new product and selling it at a loss for the 
first two or three years would be allowed to 


deduct that loss from income gained through 
the sale of other product lines. 


Senator Carter: |] think he js entitled to a 
ull occupancy, but 
has to wait for that 
Senator Beaubien: B 


ut if h i 
rates down he ] © <prings othe 


oses more 

buitdine on the whole 
Senator Carter: Not if the rates are 
economical. 
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Mr. Stikeman: Gentlemen, much of the 
remainder of this brief has been dealt with: 
by previous submissions. I do not think we 
need take up your time on such points as we) 
have between pages 13 and 19. That is the; 
question of tax on the sale of a principal 
residence, regarding which Mr. Magee, as) 
others of this board, feels very strongly. | 

It has been very thoroughly covered by Mr, 
Vineberg for CAREB, and by others this. 
morning. 


| 
The Chairman: It has been covered in, 


many other briefs, all with the same con-| 
clusion. | 


Mr. Magee: May I reiterate that in addition 
to the principal residence the sale of any. 
secondary home is important. 2 | 

Mr. Nixon, the Leader of the Opposition in. 
Ontario, recently stated that there are 320,000) 
cottages in Ontario alone. The mobility of the. 
Canadian labour force will be restricted if it 
is decided that a summer cottage or farm of 
reasonable proportion is to be subject to capi-| 
tal gains on the transfer of jobs. 


It is terribly important and the employee | 
will be reluctant to move unless his employer 
compensates him for any loss or tax he may 
suffer in the disposition of that property. 


many industries have a policy today under | 
which they provide the money for the new 
residence in the area to which an employee is | 
transferred. 

They take over the responsibility of the | 
home he is leaving at a fair value. If they | 


realize more on the sale they pay him the | 
difference. 


1 
. 
The Chairman: The larger companies in| 


{ 


Mr. Magee: I agree, but are they prepared | 
to go further and take his summer cottage? 


| 
The Chairman: This is a question we have 
to consider. Do you think they should? 


Mr. Magee: I think they should not; I do 


not think the sale of any residence should be. 
taxed whatsoever. 


Mr. Stikeman: That is referred to at pages 
21 to 23 of our brief. 
_ Senator Phillips (Rigaud): If you do not. 
include individual homes, I assume you have 
to eliminate homesteads and farms on them. 


Mr. Magee: 
with respect, fo 


The question rears its head | 


r instance, to a person buying» 
| 
| 


| 
{ 
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ie speculative farm on the outskirts of 
| Toronto. 


Senator Phillips (Rigaud): That is a differ- 
ent matter; it is a venture in trade. 


_ Mr. Stikeman: If they are thinking of 
taxing what you suggested, only stocks, 
_ bonds, securities, and real property other than 
‘homes or homesteads. 


Senator Phillips (Rigaud): Exactly, 


| 3 the 
totality in and the exemptions out. 


_ Mr. Stikeman: They are bringing it in at 
only 50 per cent, so the 25 per cent rate in 
effect applies. 


There is one other item at pages 32 and 33 
which I do not think, from my reading of the 
reports to this committee, has been men- 
tioned. That is the desirability to provide for 
set off of mortgage interest. 


I will read it: 


Where a taxpayer sells his home and 
purchases another, he may often be in 
the position of having to accept a second 
mortgage on the sale of his first home 
and to borrow money on the security of a 
mortgage to purchase his second home. 
The Income Tax Act does not permit the 
taxpayer to offset interest paid to acquire 
a home to live in, as being a personal 
expense, against the income received 
from the mortgage given on the sale of 
the old home. — 


On page 33 we say: 

We regard the absence of mortgage 
interest setoff as inequitable, the more 
particularly since it is becoming increas- 
ingly acute in recent years with the sub- 
stantial increase in mortgage interest 
rates. More home owners are forced to 
take back second mortgages in order to 
sell their homes. Purchasers seek to con- 
tinue the favourable first mortgage inter- 
est rate but are not inclined to pay the 
very high second mortgage interest rate 
that would be demanded by a commercial 
lender. Thus he forces the vendor to take 
back a second mortgage at approximately 
the current first mortgage rate in order to 
sell the house. The vendor, however, is 
then forced to take the larger mortgage 
on the purchase of his new home. 

It is recommended that in these cir- 
cumstances the taxpayer be permitted to 
deduct mortgage interest paid on the pur- 
chase of his new home to the extent of 
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the interest received from the mortgage 
taken back on the sale of the first house. 


The Chairman: You mean you want an 
offset. 


Mr. Stikeman: Yes, that is all it is. If a man 
sells a $30,000 home and takes back a $25,000 
mortgage at 5 per cent, buys a $30,000 home, 
he does not change his circumstances and he 
has to pay 10 per cent. 


He has put up $5,000 in cash, is considera- 
bly worse off and out of pocket because he 
cannot set off the amount he pays in, and 
pays more to get the new home. He has 
changed his circumstances not at all. He may 
have been forced to move due to conditions 
quite beyond his control. 

The low rate of corporate tax has been 
covered ad nauseam. 


The Chairman: That is right. However, it is 
not ad nauseam with us; we consider it as a 
serious problem. 


Mr. Stikeman: So do we, but I was thinking 
of the repetition. 


Senator Molson: You support the low rate. 


Mr. Stikeman: We support the low rate and 
we again cite Mr. Robert Bourassa in support 
of it, particularly for Quebec. 


The Chairman: We are ahead of him with 
respect to that we had those ideas much 
earlier than Mr. Bourassa’s report was pub- 
lished. 


Mr. Stikeman: I am just quoting him 
because it is St. Jean Baptiste Day. 


Senator Phillips (Rigaud): Although we 
have no political affiliations in this committee, 
I am glad you quoted him. 


Mr. Stikeman: I commend pages 36, 37 and 
38 to your reading. We feel that the interest 
of foreign investment in Canadian real estate 
is of prime value to this country. However, it 
is being driven out now by virtue of the 
overhanging provisions of the White Paper. 
Should they become law much of that invest- 
ment will vanish. 

We all know that from our personal experl- 
ence, not only on this side of the table but on 
yours. It has been the subject of many 


submissions. 

I can only assume that you feel as strongly 
as we that the provisions of the White Paper 
which tend to discriminate against the foreign 
investor should be removed absolutely. 
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We have set out the feelings of this com- 
mittee pretty thoroughly on pages 35 to the 
middle of 38. 

We also hope in this connection that the 
new legislation will continue the present 
exemption, which was introducd in April, 
1966, for interest paid to non-residents on 
NHA loans. That interest of 10 per cent to 
103 per cent is a very attractive invest- 
ment for foreign money. If it is proposed to 
remove the exemption we will dry up a very 
large source of capital for the most funda- 
mental needs of housing in this country. 

We will pass over the section on taxation 
of capital increment of emigrants, although 
we fell very strongly about it. 

We accept and endorse the Quebec position 
on capital gains tax which, I take it, is really 
a replay of the feelings of many of this com- 
mittee. We do, however, wish to state strong- 
ly for the record that in the event that a 
capital gains tax in any form or to any degree 
is introduced, there should be a correspond- 
ing, and preferably, a total elimination of the 
estate tax. We do not think there is any room 
for these two impositions. 

We rather feel that in the long run since 
the capital gains tax may come in whether 
we like it or not, it is a better form of univer- 
sal taxation and it will raise more money at 
less burdensome moments in a person’s life 
than the imposition of a great load of first- 
class debt, which it is what it really is, upon 
death that has to be borne by an inex- 
perienced widow or less concerned execu- 
tives. 

Senator Phillips (Rigaud): J suppose you 
want us to get our report in as quickly as 
possible and before the commercial rate on 
money goes down to 6 per cent. A great many 


of your representations are based upon the 
high cost of money. 


Mr. Stikeman: That is right. 


The Chairman: It is going to be a race 
against time. 


Mr. Stikeman: We only make $50 million 
out of the estate tax anyway. 

I have nothing left but the expense 
accounts. I do not know whether the commit- 
tee feels that that warrants our taking up 
your time further. I am referring to the enter- 
talnement and convention expenses which in 
this case are not entertainment or convention 
expenses; they are education expenses, 
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’ 
| 


The Chairman: That is something of which | 
we are fully aware. ‘ 


Mr. Strikeman: Unless my clients have : 
anything further to say, that is our submis- 
sion. I am afraid I have monopolized the dis- | 
cussion, but I have done so in the interest of } 
speed. 


a 

Mr. Magee: I should like to say something, _ 
Mr. Chairman, through you to Senator Phil- | 
lips. I gathered that he did not think that we 
should deal with capital cost allowance , 
because we did not know what was going to 
happen. But, I feel, since the estate tax and | 
the gift tax have been brought into law, and | 
now we have this suggestion in the White | 
Paper, and this fear hanging over our heads, ; 
about a change in the capital cost allowance, 
that they really should be considered as part 1 
and parcel of the same thing. If we are going | 
to do away with the estate tax and have a | 
capital gains tax, then that is part and parcel | 
of the same thing. | 


Senator Phillips (Rigaud): I do not want to | 
be misunderstood. I am in agreement with 
you, but this committee cannot deal with that | 
subject matter because it is not before it. — 


The Chairman: Mr. Magee, have you a 
study of capital cost allowances which shows | 
how you support one rate as against another? | 


Mr. Magee: I am inclined to agree, Mr. | 
Chairman, with the submission that you have | 
heard from the trust companies. We are far : 
too young a country to be embarking on this . 
course of action. | | 


The Chairman: I am referring to capital | 
cost allowances. 


Mr. Magee: Well, all I could reiterate there | 
is the question that Mr. Stikeman brought out — 
in his report that the capital cost allowance | 
brough in by Mr. Scully has served this | 
country well over the years, and the minister | 
considers it to be a loophole... 


The Chairman: I am not looking at it from 
that aspect. I am looking at it from the aspect — 
that it is too high, and should be reduced. 


Mr. Magee: I do not think it should be | 
reweed, sir! 


The Chairman: I am asking if you have a 
study which Supports the present rates? 


Mr. Magee: No, we have not got a study | 
ber se, but all you can say is that if your: 


<<? 
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reduce it then you are going to increase the 
rental of accommodation across the country. 


Mr. Stikeman: Mr. Chairman, upon leaving 
I would like to present you with a study that 
we have, and which may be of assistance to 
your senior adviser. It is entitled ‘House 
Price Trends and Residential Construction 
Costs in Metropolitan Toronto and across 
Canada.” This is imposing a great burden 
upon the commmittee, but it might be helpful. 


The Chairman: Thank you. 
The committee adjourned until 2 p.m. 


Upon resuming at 2.10 p.m. 


- Senator Lazarus Phillips (Acting Chairman) 


in the chair. 


' yaiion), 


The Acting Chairman: Honourable senators, 
we are pleased to have with us this afternoon 
the Canadian Institute of Public Real Estate 
Companies. Mr. James Soden, Q.C. of Mont- 
real, President of the Trizec Corporation, 
which owns the Place Ville Marie complex, 
will introduce the members of the delegation 
and make the first presentation. 


Mr. James Soden, (President, Trizec Corpo- 
Canadian Institute of Public Heal 
Estate Companies: Thank you, Mr. Chairman 


and honourable senators. On my far right is 


with governmental 


_Mr. Patrick Kelly, President of the Canadian 


Interurban Properties and Executive Vice- 
President of Campeau Corporation. On my 
immediate right is Mr. Arthur Scace of the 
legal firm of McCarthy and McCarthy, who is 


counsel to our institute. 


Before making brief opening remarks to 
our submission, I should like to mention a 
few words about our institute. I think it 


might be helpful to you. 


The Canadian Institute of Public Real 


Estate Companies was formed by a group of 
, real estate investment and development com- 
panies which are listed on the Canadian stock 


exchanges with the primary objective of 
acting as a representative body in relations 
authorities, securities 
commissions, other regulartory authorities 
and the public at large. 

The members of the institute feel that with 
the growing number of companies in the real 
estate field which have become public compa- 
nies in the last few years, there is a special 
need for the investing public and regulatory 
bodies as a whole to have a better under- 


standing of the nature of the real estate 
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industry and to have information made avail- 
able on a meaningful and consistent basis. 


The membership of our institute is na‘ional 
in its scope and covers all aspects of the real 
estate industry including land development, 
residential construction as well as develop- 
ments of office and industrial buildings. 
Among: our present membership we have 
assets in excess of $1.5 billion and provide 
employment for many thousands of people 
directly and in the industries to which they 
are related. 

In pursuance of our objectives we have, 
among other things, now prepared the brief 
which we have the privilege of submitting to 
you today and we have also established a 
uniform accounting practices committee 
which will develop standards of accounting 
treatment after detailed review with securi- 
ties commissions and other associations such 
as the Canadian Institute of Chartered 
Accountants. 

I would like to say that the emphasis of the 
brief that we are submitting today is intended 
to reflect what we consider to be the most 
vital and important effect upon our industry 
of the proposed tax reforms. Our membership 
is quite diverse and we determined that we 
would not take up your time with the many 
points which individually have already been 
submitted to you in these separate briefs by 
some of our member companies, including my 
own and that of Campeau Corporation and 
others. We wish to emphasize today the sin- 
gular point, that our industry is terribly 
dependent upon working capital and funds. It 
is referred to as a capital intensive industry. 

We heard this morning that the develop- 
ment of housing starts and the development 
of projects has slowed down substantially, 
housing starts being down 43 per cent. This, 
of course, is a reflection of the present tight 
money market; tight money produces higher 
interest rates, and higher interest rates make 
it uneconomic and impracticable for develop- 
ers to proceed as vigorously as they might 
wish, or the economy or the public might 
require. 

We have been meeting this challenge, how- 
ever, for many years. We have had difficulty 
in achieving all the funds we have needed for 
our purposes, and what we say to you today 
is that if certain aspects of this White Paper 
are legislated in their present form they will 
have a most material and adverse effect upon 
our industry, to,the point that we will not be 
able to cope, and not be able to begin to 
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provide the housing, accommodation and 
space that is now in very short supply. 

The White Paper, I am sure, does not inten- 
tionally try to single out real estate compa- 
nies, but in the process of putting together its 
various provisions it has managed to have 
this compound effect upon our industry as 
such. The feature of the White Paper referred 
to as, I believe, integration has a compound 
effect upon our industry. We have in our 
search for capital had to look to equity 
financing more and more as the mortgage 
market was not able to provide for the need. 
It is for this reason that so many real estate 
companies in the last five or ten years became 
public. 

If the proposals in the White Paper were to 
be implemented, there would be an increase 
of investment undoubtedly in equities, but 
not in real estate equities, because of the 
shelter that we have to have and are depend- 
ent upon to our capital cost allowance system 
for our day to day survival; we would not be 
in a position to offer the advantages of credit- 
able taxes to equity investors. We will there- 
fore lose on the equity investor side of the 
ledger. Also, where we are very dependent 
upon loan capital we will find that the supply 
of loan capital will be substantially reduced 
as more of this is put into more attractive 
equities. 

In addition, the real estate industry has 
always had to look to foreign investment loan 
capital to enable it to carry out its programs, 
and the provisions of the White Paper, pros- 
pectively increasing the withholding tax, 
would have material and adverse effect 
upon this source of funds. In fact,, it. chas 
already done so. The point has been made to 
you before that the longer this proposed leg- 
lation remains up in the air the greater the 
adverse effect will be, and we are feeling it 
today; we are in period of suspense in 
consequence. 
oh ae tre arma 
her tting petal pact upon our available 

pital is the proposed attack upon 
caplial cost allowances as it affects ou od 
ticular industr eens 
ustry. I say proposed, because we 

are not abundantly clear that it is exactl 
what is proposed, but it is clear that Me. 
Benson intends in his proposals to reduce this 


industry is today dependent upon the capital 
cost allowances that we have had to rely 
upon to enable us to have a Cash flow on a 
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continuing basis to plough back into new 
investments and new developments, anything 
that is done to disturb or reduce this sort of 
funding will only add to the overall adverse 
effects. | 

We wish to make this one emphasis 
through our brief to you today. Mr. Scace is 
available to go through the instant points. Mr. 
Keily and I are most happy to answer any 
questions you might wish to put to us. But we 
have observed in reading your proceeedings 
and during the course of our visit this morn- 
ing that most of the points have been present- 
ed to you, that you are very familiar with 
them, and we do not wish to take up your 
time by repeating the same arguments. We 
just want to make the emphasis to you that 
out institute, representative of this collective 
group of real estate companies, recognizes 
that the overriding problem that results in 
our industry, from the White Paper, is its 
impact upon our sources of financing and 
working capital, which would have a very 
adverse effect upon us generally. 

Would it be your wish, Mr. Chairman, that 
our counsel address himself to these two 
points? 


The Acting Chairman: We will come to 
that. Thank you Mr. Soden. 
Am I right in saying that this newly organ- 
ized institute, in terms of assets, represents 
the largest organized grouping of real estate 
companies in Canada at the present time? 


Mr. Soden: Yes, I believe it does. 


The Acting Chairman: And you said the 
total asset value of the constituent companies 
was a billion and how much? 


Mr. Soden: $14 billion. 


The Acting Chairman: At least, that ‘gives 
us the background. You stated that the 
Honourable Mr. Benson has indicated a pro- 
posed revision in the capital cost allowance. 
We dealt with that this morning, because it 
has not yet been indicated. But am I not right 
that, so far as reference in Article 5.17 of the 


White Paper is concerned, it is a statement of | 


intent with respect at least to the specific 
items mentioned therein, that is to say, with 


regard to the total in cost being restricted to } 


$50,000 or so. 


Mr. Soden: Yes, Mr. Chairman, that is. true, 
although I must say that it is one of the less 
articulate sections 


because there is the aspect of article 5.17 


of the White Paper, | 
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where reference is made to the possibility of 
reducing the rates—which, of course, is a 
separate matter, and we would naturally wish 
to submit a brief in due course if any such 
consideration were to be made. 


The Acting Chairman: 
right. 


Of course, that is 


Mr. Soden: As regards the actual proposals, 
we are dependent upon the pooling system to 
enable us to generate the working capital, tax 
free working capital, that results from this 
pooling system. If the pooling system is taken 
away, it means that we will have fewer funds 
with which to carry on our work and ‘since 
other sources of financing are minimal today, 
then this can only be the final straw that 
would break our back. 


The Acting Chairman: That is the point 
that I would like you to develop with your 
associate, Mr. Scace, and so on. Do you 
concur with what was said to us this morn- 
ing, that if a proposed negative income, the 
pooling, were to take place, as contemplated 
by Article 5.17, it simply would close the 
source of private investment and have the 
effect of increasing tenant rental? 


Mr. Arthur Scace, Canadian Institute of 

Public Real Estate Companies: I certainly 
think, Mr. Chairman, that if you categorize it 
as a loophole, I am not sure of that, the fact 
that this tax advantage has existed, has 
meant that a lot of people have invested in 
real property who might otherwise not have 
done so. I cannot give figures, but I suspect 
that that investment will be substantially 
curtailed. 
_ I would like to add, going on from what 
Mr. Soden said, that even if you think there 
is a loophole with respect to individuals, we 
do not think that the pooling concept should 
apply to real estate companies. There is not 
loophole now in relation to real estate compa- 
nies. That is clear. I do not know whether it 
was deliberate or unintentional, but if you 
read Article 5.17 it certainly gives the impres- 
sion that real estate companies will come 
under that proposal. And I do not think that 
should happen. 


Mr. Soden: This is the ambiguity to which I 
have made reference. If the object of the 
minister is to get at what he calls an abuse, 
or infers is an abuse, I am not prepared to 
debate that or support the argument either 
way. But is is like Mr. Kelly said, it is like 
cutting off the leg to get rid of the corn. That 
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abuse, if such it is, or that problem can be 
dealt with in a variety of ways. 


I noted your remarks this morning, Senator 
Phillips, where you suggest there should be a 
possibility of some special graduated tax. If I 
may take the opportunity, I would like to 
recognize Senator Beaubien’s remarks earlier 
this morning, when he asked a question as 
regards existing buildings, existing properties 
and existing bases of depreciation in capital 
cost allowances. 

We have avoided even addressing ourselves 
to that, Senator Beaubien, for fear it might 
even infer acceptance of any other variation. 
But it would be iniquitous if, having paid the 
price—and one does pay a price to buy these 
bases, and which one chooses to use or not 
use as one makes use of one’s inventory—it 
would be iniquitous to think that any varia- 
tion in present tax laws would take away 
from prior established capital cost bases. 

We are saying that our industry, like every 
other industry, is entitled to its capital cost 
allowances. It should be able to take the 
benefit of these allowances against the stra- 
tum of its income. We see no reason why our 
industry should be singled out. In fact, I do 
not believe it is the intention of the minister 
to single out our industry in any way. I think 
it was the intention, possibly, to get at private 
investment; and I say that this can be dealt 
with in many, many ways. I do not wish to be 
taken as being for or against the proposition 
in so far as it concerns invididuals. 


Mr. Kelly, would you care to add to this 
most important subject? 


The Acting Chairman: On the _ basis 
arrangement, as far as Article 5.17 is con- 
cerned, you say it definitely should not apply 
to real estate companies as such, and certain- 
ly not to public real estate companies. 
Secondly, at the very worst, that it should not 
apply to existing assets owned by real estate 
companies? 


Mr. Soden: That is right. 
The Acting Chairman: Is that it? 
Mr. Scace: That is exactly correct. 


The Acting Chairman: Would you like to 
develop that point any further, or do you 
think that is it? 


Mr. P. Kelly, Canadian Institute of Public 
Real Estate Companies: I think that covers it, 
Mr. Chairman. I would like to point to the 
word “allowance”. I would say briefly that 
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there are all kinds of analogy through our 
whole system. This is an allowance. I is 
sometimes mixed up with the use of the word 
“depreciation” and related to life of buildings 
and so on. I hope no one is thinking that this 
is one of the bases on which they make an 
adjustment. By analogy, our industry seems 
to be somewhat picked out and discriminated 
against; but our whole system of taxation In 
the country relates to “allowances”. There are 
allowances to the dairy industry, there are 
allowances to the automobile industry, there 
are allowances to the mining industry, in 
some form—call them subsidies or call them 
what you will. 

This to us is a form of internal generation 
of capital and we certainly take the effects of 
this into account when we relate the econom- 
ics of a project. 


The Acting Chairman: In any event, are 
you not subject to recapture? 


Mr. Kelly: It is absolutely subject to recap- 
ture. This is just an allowance, it is only a 
deferral of something. It is something that is 
not being lost to the Government or being 
lost to the tax authorities. It is providing a 
generating vehicle, to produce an awful lot of 
housing and an awful lot of accommodation 
in this country, to companies like ourselves 
who build a considerable amount of it. 


This is one of the factors we have to con- 
sider. It is not different from any other type 
of incentive which is granted. The Govern- 
ment grants tax incentives to industry to 
locate in certain areas. They grant forgiveable 
loans, they grant all kinds of things to stimu- 
late. If they want to de-stimulate housing, this 
is a very good way of doing it. If they want to 
stimulate it, they should leave it alone. And I 
think in Sweden, where their capital cost 
allowances were studied considerably, it is 
even higher than ours. They found that when 
it was analysed, it was less than the 


reproduction of capital assets, when you tried 
to replace them. 


Th Acting Chairman: I take it, before we 
leave that subject, that, obviously if by any 
chance capital cost allowances were reduced 
the rental consequence will be the same as 


that indicated this morning in th i 
sented to us. , Brite PFet 


Mr. Kelly: If it were 10 per cent we could 


give lower rentals and if it we 
S, ere 15 per cent 
we could give stil] lower rentals. If it is 


reduced to 2 per cent, the i ; 
rentals, j te will be higher 
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The Acting Chairman: So, in effect, the 
capital cost allowance is merely a deferment | 
in your case. If it were disallowed, either in — 
whole or in part it would simply be added on 
to the cost of the project by way of increased — 
rentals. 


Mr. Kelly: There is more than that to it, 
senator. It would cause people like ourselves 
to considerably temper their thinking in 
undertaking a new project, because when 
they undertake a project, let us say, a 400- or 
500-apartment unit, we have to allow a cer- — 
tain time for rental through the normal pick- 
up in the market. We also have to carry this 
uneconomical situation sometimes in the ini- 
tial stages. 

This is all part of the financing economics — 
that make it work. If it will not work we will © 
not build the unit, because our mortgage com- 
panies and our bankers are not interested in 
uneconomic propositions. . 


The Acting Chairman: Are there any ques- 
tions on this particular point? 


Senator Isnor: What is the amount, percent- _ 
agewise of the flow-back? 


Mr. Kelly: Pardon, sir? 


Senator Isnor: You mentioned flow-back. 
You mentioned you must have flow-back. 


Mr. Kelly: Do you mean cash flow? 
Senator Isnor: Yes. 


Mr. Kelly: Very well. I think our industry 
right now statistically—I would say our 
return on equity—if anybody thinks it is gen- 
erous—investment is about 7.7 and a half per 
cent based on equity of all the top real estate 
companies in the country. 

I have statistics here involving 11 of the top 
real estae companies in the country and our 
average return on net earnings available for 
distribution is 7.6 per cent and it is 6.7 per 
cent on equity. ee 


The Acting Chairman: Are you reading 
from your brief? 


Mr. Kelly: No. I am reading from a brief 
that was not filed with this committee. It 
happened to be our corporation. I am just 
using it for a reference. 

Our return for all the top companies in the > 


country is 6.7 per cent on equity and 7.6 on 
net earned. 
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Senator Isnor: That is a net return. You 
said vou must have a flow-back on the Gov- 
ernment allowances. 


Mr. Kelly: Yes, sir. In this respect this is 
considered in that calculation. This deferred 
tax situation is considered. What I am saying 
is that this capital loss allowance which is 
now given to real estate in one of the factors 
or one of the elements which is considered 
when you set out to determine the economics 
of a project and it becomes an add-in which 
will reflect on the economics in that you defer 
that tax. 


Therefore you are not in that required 
paying position in the earlier years of the 
project. Ultimately it catches up to you if you 
stop and ultimately you end up paying these 
full taxes. 

It is an incentive towards expansion to 
building and building and developing more 
housing. 


Senator Isnor: What I had in mind was 
what percentage rate would you expect that 
as an incentive? 


Mr. Kelly: I am content to stay with 5 per 
cent. If you want lower rent or lower cost of 
units—if it were higher it would reflect it 
that 5 per cent. That is what it is now. 

I mean, we have accepted that. I could sit 
here and say that I would like 10 per cent but 
I think the 5 per cent is something we have 
lived with and something that we have reck- 
oned with for a considerable amount of time. 
I do not have to tell you how high rents are 
or how difficult the housing situation is right 
now even on that basis. 


_ Senator Isnor: You do not need to tell me 
how high rents are. I think we all know. 


Mr. Soden: I am not sure we have under- 
stood your question, senator. Are we giving 
you the answer you would like to have? 


Senator Isnor: Well, if it is the 5 percent 
withholding that you want from the Govern- 
ment that is the answer, but I am not sure 
that is what you mean. 


_ Mr. Soden: That is the present rate, sena- 
tor. What we are saying is that—to put it in 
very simple terms—we heard this morning 
that the consequence of a 3 or 4 per cent rise 
in mortgage interest rates in the past three 
years is reflected, depending upon the size of 
the rental unit, in terms of a $30 or $40 per 
month increase in rentals, just in consequence 
in the rise in interest rates. 


37:45 


We have also overheard in other papers 
this morning that the cost of construction 
over the past three years has averaged 6 per 
cent a year at least. That is about 18 to 20 per 
cent increase in the cost of construction 
which has a not dissimilar monetary impact 
on the monthly rental of tenants. 


If you take away from the real estate 
industry the funds that it is able to make use 
of by a capital cost allowance, which means 
that these funds are at least not paid to the 
Government to the extent of a 50 per cent tax 
and are available, it means we have to 
borrow less from the lending sources at 
these high rates with the consequence that 
we can make today’s rental, as high as they 
are, continue to be available, but if you 
remove that source of funds, which we have 
already had, we would have to look at a 
whole new ball game. 


Senator Isnor: In other words the rents will 
go up still higher. 


Mr. Soden: Very much so. It will have to 
come from somewhere. 


Senator Smith: Just to clarify one thing. 
Would you please give me the reference in 
the White Paper which will do what you say 
is so bad? I would like to read it and I have 
not got it with me now. 


Mr. Scace: There are two references, sena- 
tor. One is section 5.17 which sets up separate 
depreciation clauses for all buildings of over 
$50,000 and secondly—I do not know whether 
I can give you the exact reference, the 
suggestion is made that the capital cost allow- 
ance will be considered at a later date but the 
inference is there that it could be lower. 

I can give it to you after we are through, if 
you like. 


The Acting Chairman: There is a reference 
in the White Paper, senator, under the second 
point that the matter will be subject to fur- 
ther review and the implication is that the 
likelihood is the intention to reduce the capi- 
tal cost allowance otherwise the warning 
would not have been given in the White 


Paper. 

Senator Smith: I thought it was given as a 
warning. 

Mr. Scace: Senator, it starts at section 5.11 
and goes on. 


The Acting Chairman: Are there any fur- 
ther questions under the heading of capital 
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eost allowances, honourable senators? If not 
may we proceed to the second part of your 
brief which is basic, and that is capital gains 
and integration. 

Now, we have had a number of submissions 
on the whole question of integration. I think 
the best way of handling that is to ask a 
question from you gentlemen. 

After a study of the proposed integration 
system, are you in favour of the proposed 
integration system as covered by the White 
Paper and will it be helpful to your industry 
if implemented or harmful? 


Mr. Soden: As regards our industry, Mr. 
Chairman, it would be excessively harmful. 


The Acting Chairman: Excessively harmful. 


Mr. Soden: Yes. We have just made the 
point, Mr. Chairman, that we are dependent 
upon capital cost allowances so I shall not 
return to that but if one assumes that that is 
a necessary base and we use it to shelter 
or—I think Mr. Kelly’s word is a preferable 
word—to defer our taxes then we will not be 
in a position to offer shareholders of public 
real estate companies the creditable tax 
advantages that shareholders of other public 
companies would undoubtedly enjoy. 


This means that a very vital source of 
financing, an ever-increasing source of financ- 
ing to our industry, namely, equity funding, 
will fall ito disfavour and we shall not be 
able to look to it as we have looked to it in 
the past several years. Furthermore, it goes 
without saying, that as equities of other than 
real estate public companies are made more 
attractive, there will be more and more pen- 
sion funds and institutional lenders putting 
money into different forms of investment as 
opposed to making it available for mortgage 
or other forms of loan financing, on which we 
are also dependent. So we would be hit twice 
by the effect of this arrangement on credit- 
able tax. We have a formula in our brief 
which I would ask Mr. Scace to explain. He 
has explained to me twice now, and it is 
rather difficult. So would you explain what 
we feel, Mr. Scace, would be an acceptable 
solution or alternative basis for us inthis 
respect. 


The Acting Chairman: Before we get to 
that, Mr. Scace, I think it would be desirable 
to get before honourable senators this basic 
point; as I understand it, in your industry the 
cost of construction is mainly financed by 
long-term funded debt, and in the process of 
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long-term funded debt involving the amorti- 
zation of the debt in due course, your divi- 
dend policy with respect to earnings neces- 
sarily must be restricted, and therefore under 
the proposed integration system you will not 
have a sufficient creditable tax available 
based upon the corporate tax paid, when you 
tie that in with capital cost allowance, in 
order to make the investments attractive to 
equity shareholders. Is that correct? 


Mr. Scace: That is right, Mr. Chairman. As 
we have endeavoured to illustrate on page 9, 
I think it is a fair assumption to say that most 
or many public real estate companies will not 
have any creditable tax, and if you look at 
the last line of the table, it appears to us, 
given our assumptions, that the imposition of 


capital gains tax and integration will reduce — | 


the net after-tax yield on shares of widely- 
held public companies other than real estate 
companies by about 15 per cent, and in the 
case of real estate companies, it will be 27 per 
cent, so there will be a gap of 12 per cent 
between the treatment received by companies 
not having creditable tax and other public 
companies. 

I might say this; this illustration is based 
on the assumption in the Carter Report that 
the shareholder return on equity was approx- 
imately 40 per cent in the form of dividends 
and 60 per cent in the form of capital gain. 
Now, if that assumption is wrong, the figures 
will change somewhat, but I think it is a 
reasonable starting point. They have done a 
fair amount of research on it and it is a fair 
assumption to take their figures as being 
correct. 


The Acting Chairman: On the assumption 
that we do have an integrated system, what is 
your suggestion? 


Mr. Scace: There are two _ possibilities, 
senator. First of all you could treat a distribu- 
tion out of non-creditable tax as a capital 
gain, and if you did that with a widely-held 
company, one-half of the gain would be 
recognized. In effect, assuming a maximum 
rate of 50 per cent, you would get an effective 
tax rate of 25 per cent which would put it on 
a par with other widely-held companies 
having creditable tax. 

As another alternative, you could treat the 
dividend distribution as a return of capital. In 
fact, that is a better way of looking at it 
because by virtue of capital cost allowances, 
the company is receiving money if the assets 
are used up or put into new assets. So, in 
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effect, it can be viewed as a return of capital, 
and that return of capital would reduce the 
cost base of the share. For example, if you 
owned a share which on valuation day was 
worth $100, and you received a distribution 
out of non-creditable tax of $10, you would 
have a cost base of $90. At that point of time 
there would be no tax payable by the 
individual. However, if he ever sold his share 
and realized the capital gain on it subse- 
quently, the capital gains tax would be 
imposed. Now we favour the latter system but 
I think either would be preferable to what the 
White Paper proposes. 


The Acting Chairman: On the assumption 
that you do not have an integration system 
and that we do have a capital gains tax with 

a flat rate in a separate category, hve you 
any thoughts on that? 


Mr. Scace: I think that would be fine. At 
least it would treat all public companies in 
_the same way. If you abolish integration you 

are abolishing the depletion between closely- 

held and widely-held, and we would be treat- 
ed in the same way, and I think that is all we 
| are asking for. We are being treated unfairly 
here and that will militate against our going 
to the equity markets and raising capital. 


_. The Acting Chairman: Well as you heard 
the Chairman of this committee say this 
morning, there seems to be a general impres- 
‘sion that nobody like the 24 year refer- 
ence, the deemed to be valuation at the end 
of five years, the distinction between private- 
_ly-held companies and publicly-held compa- 
nies. Do you agree with the conclusion of a 
prior taxpayer that in the final analysis if 
these unsatisfactory features were eliminated, 
there would not be much left of the integra- 
tion system? 


_ Mr. Soden: Very much so. 


The Acting Chairman: That is your conclu- 
sion by way of concurrence? 


Mr. Scace: Yes. 


pe 


The Acting Chairman: Now, unless you 
have something further to say on this particu- 
lar phase—we have covered it so much in 
prior briefs—may we move on? I do not want 
to press you unduly, but I think that covers 
that. I would like to point out under with- 
holding tax that in addition to what you say 
at page 15, representations have been made 
that with respect to interest income payable 
to non-residents that we might get more 
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foreign capital into the country by way of 
Invesment if we eliminated the 15 per cent 
withholding tax in respect of interest paid to 
non-residents, on the theory that there are a 
lot of recipient non-resident creditors who do 
not need the withholding tax credit. Do you 
think it would bring substantial money into 
your industry if that were done? 


Mr. Soden: I have personal knowledge of 
several situations affecting my company 
directly in the last six months where had that 
been the case, substantial funds would have 
been available to me from European sources. 


The Aciing Chairman: By substantial 
funds, do you mean in terms of your large 
company millions and millions? 


Mr. Soden: The instance I have in mind, 
Mr. Chairman, was a $30 million loan where 
the withholding tax made the difference. 


The Acting Chairman: And the withholding 
tax made the difference on a $30 million loan 
to your personal knowledge? 


Mr. Soden: Yes. 


The Acting Chairman: Which you were not 
able to get? 


Mr. Soden: That is right. 


Senator Beaubien: Mr. Soden, if the with- 
holding tax were cancelled on other than 
Government bonds, which do not bear the 15 
per cent tax now, have you any idea of the 
loss to the federal Treasury? 


Mr. Soden: I am afraid I don’t. It was not 
part of this particular brief and I am not 
prepared on that subject. 


Mr. Scace: Well, senator, I note from the 
White Paper that the higher withholding 
taxes on investment income by the fifth year 
would result in a plus of $5 million. Now, that 
is going to 25 per cent. It is a very difficult 
thing to calculate, but if the present rates are 
at 60 per cent of 25 per cent, you might guess 
that there is another $5 million to $10 million 
received from withholding tax. In fact I think 
it would be more than that because built into 
this is the assumption that they will renegotl- 
ate many tax treaties and extend the tax 
treaty network, but I do not think it is sub- 
stantial just looking at the table on page 96 of 


the White Paper. 

Senator Beaubien: But that withholding 
tax, Mr. Scace, would deal with all withhold- 
ing tax on dividends too. 
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Mr. Scace: Yes, it would. 


Senator Beaubien: But we are talking just 
now on corporation bonds. 


Mr. Scace: You are right, senator. 


Senator Beaubien: Would there be some- 
thing in the fact that if company Ais borrow- 
ing in the States and the American lender is 
going to suffer a 15 per cent withholding tax, 
would it not in a way cost the Canadian 
company a higher rate of interest to obtain 
that money? 


Mr. Soden: Exactly so. 


Senator Beaubien: Therefore the amount of 
interest that the Canadian company would 
pay would be payable before the corporation 
tax in Canada, and if it paid less money, the 
Canadian Government would benefit. Would 
not that be right? 


Mr. Soden: That is right. 


Senator Beaubien: So in fact it might be a 
comparatively small loss if the Government 
did away with the withholding tax. Does that 
make sense? 


Mr. Soden: It seems to follow, senator, but I 
must admit you are ahead of me. 


The Acting Chairman: The senator is point- 
ing out that if the withholding tax on interest 
were eliminated, it is likely that the foreign 
vendor would be getting a higher rate on his 
hypotheque or corporate bond, and in the 
process, interest being deductible under our 
law, it would work the other way and would 
probably reduce the profit to the Canadian 
company. 


Mr. Soden: I think it would work the other 
way, Senator Beaubien. 


Senator Beaubien: No, it would increase 
profits. Suppose I want to borrow $5 million 
and I have to pay in the States 10 per cent 
because the Canadian Government is going to 
take 15 per cent of all the money over that. 
Therefore, I have to pay 10 per cent on the 
loan, but if the Canadian Government were to 
do away with its share, then I could float the 
loan at 83 per cent. If I do float it at 81 per 
cent my profits are higher and the Govern- 
ment is the senior partner and gets 51 per 
cent of the profits. 


The Acting Chairman: I would say: Go to 
the top of the class, Senator Beaubien; you 
are absolutely right on that. The loss of with- 
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holding tax on interest would be offset by 
increased corporate income. : 


Senator Beaubien: By the fact that the 
profits would be higher and they would get a 
bigger share. . 


The Acting Chairman: That is quite right. 
Is there anything more on this item, honoura- 
ble senators? i 

Now consolidated tax returns. We have had 
overwhelming support for consolidated tax 
returns. Have you anything further to add to 
that, in the sense that you need it for your 
line of business? 


Mr. Soden: Only this, Mr. Chairman, that it 
is the nature of our business that we cannot 
consolidate our construction. We have to do 
buildings in separate geographic areas, and 
we have to finance them within the frame- 
work of the separate identities of these devel- 
opments, and the participations which are 
necessary to enable us to finance these con- 
structions all lend themselves to the setting 
up of separate entities for the purpose. 


From the standpoint of corporate account- 
ing, it is most obvious to our public share- 
holders on a consolidated basis, and not to 
have the advantage of consolidated tax. 
returns, as other more integrated industries 
are naturally entitled to, to me is an 
anachronism. 


The Aciing Chairman: Have you not got. 
the instance, say, if you go into a local area, | 
that you may invite local residents or particu-— 
lar parties to be associated with you in a 
particular development in an area, and in’ 
that way ou would not have wholly-owned | 


subsidiaries but merely controlled subs 
ies? | 
Mr. Soden: In fact, it is becoming a necessi- | 
ty to enable the local communities to have 
that degree of participation. | 


The Acting Chairman: I think, honourable 
senators, that is a very important point 
because, obviously, in the expansion of met- | 
ropolitan and other areas in our country the 
attraction of local interest becomes a matter. 
of vital importance in terms of public sup-- 
port, the opening up of roads, public facilities 
and the like, and in the real estate business > 
generally it is not normal to have wholly- 
Owned subsidiaries, but what you have are 
controlled subsidiaries with local participa- 


tion, and hence consolidation becomes very 
important. . 


| Honourable senators, are there any other 
questions? Gentlemen, have you overlooked 
anything you would like to state? 


_ Mr. Kelly: Senator, I would like to say one 
thing in summing up as far as the developer 
fe concerned. Our company builds a lot of 
housing and has built a considerable number 
of units and hopes to build a considerable 
number more. But there are two basic things 
in this White Paper that we, as developers, 
are vitally concerned about. One is the pool- 
ing concept, which we have talked about, and 
the other is the capital cost allowance. 


_ What worries me in a lot of situations is 
that the draftsmen of legislation and the 
people putting it together—who are not, what 
I call, in the pit or in the pool room where 
the action is going on—tend sometimes to 
have narrower or confined views as to the 
‘ultimate result. They may view the fact that 
there is going to be more income here or 
more tax take here, but the jiggling that goes 
‘on through the system does not become 
apparent until the waves start going out. 
‘Then everybody gets up in arms. 


' We would open our books to anybody, and I 
‘have the records as to our returns on our 
equity and investments. All I am saying is 
that we are in a critical perid of housing and 
of housing construction, and we are not going 
to get any better by looking at it in a narrow 
concept. 

_ Iam just using this as an example, and it 
‘may not be a good one, but when they decid- 
ed that there was more tax take from the 
‘insurance companies a couple of years ago 
there were a lot of complaints, of course, 
from insurance companies and so on, but 
there was a change in the tax situation. As a 
result, the borrowing capacity or ability of 
the developer now has been considerably con- 
‘Strained because the insurance company is 
making an adjustment for its different tax 
‘position, which was the source of our long- 
term funds when we went to build housing 
‘and build buildings. Some of them have gone 
‘into the development business openly because 
‘they, in turn want to protect their position. 
Others are saying to us, “Well, we want the 
land under that building,” or, “We want a 
‘percentage of your gross or net.” The result is 
‘that we are paying an awful lot for our 
‘Money, more than what appears to be the 
factve interest rate. Ultimately, we end up 
‘paying a real penalty, and this reflects itself 
| ‘in the cost of that accommodation and in the 
cost of that rental space. 
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I say that when you make one tax adjust- 
ment here, we, as an industry, if we are going 
to survive, have to adjust and can only pass it 
on to the ultimate consumer. We cannot 
absorb very much on 6.7 per cent on equity. I 
might better buy a Government of Canada 
bond, put the thing in the bank and sit there 
with a pair of scissors. 


The Acting Chairman: Do you not have the 
case that some of the insurance companies 
are now asking for part of the equity in 
terms of actual share allotment, which again 
makes it necessary to have consolidation? 


Mr. Kelly: Senator, we have given land out 
from under buildings; we have given percent- 
ages of gross; we have given percentages of 
net—we have given them everything but our 
shirt, and I am saying that a lot of this has 
come about as a result of adjustments in their 
thinking based on their tax jiggling which 
took place a couple of years ago. I am not 
saying there is not a basis for consideration of 
tax reform. All I am saying is that it is a good 
thing to take a good, hard look at it before 
somebody working in a closed room, with the 
blinds pulled, may think this is a great thing 
for getting taxes, but not seeing the ripples 
on the water. 


The Acting Chairman: In other words, you 
are not the spoiled child of the economy of 


this country, are you? 
Mr. Kelly: We certainly are not. As a 
matter of fact, when we walk out of the 


bankers’ offices where we endorse the notes 
and out of the insurance company offices 
where we sign the contracts, we almost feel 
like we are just hammers and saws working 
for a lot of other people. There are many 
people paying an awful lot of high rent in 
this country and an awful lot more are going 
to be paying it if we do not have a good, 
careful consideration of the effect of this on 
our industry. We don’t want to make a lot of 
money; we just want to survive. 


The Acting Chairman: Thank you, Mr. 
Kelly. Are there any other questions you 
would like to put? I want to be sure you have 
covered everything. Thank you, gentlemen. 


Senator Salter A. Hayden (Chairman) in 
the Chair. 


The Chairman: We shall consider now the 
submission of the Canadian Gas Association. 
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Mr. Wall is going to make the opening state- 
ment, and he will present his panel. 


Mr. R. G. Wall, Vice-President and Treas- 
urer, Trans Canada Pipe Lines Lid.: Mr. 
Chairman and honourable senators, my 
name is Robert G. Wall. I am a member of 
the management committee of the Canadian 
Gas Association, and the vice president and 
treasurer of Trans Canada Pipe Lines. 

Our panel today consists of Mr. Gerald E. 
Miller, Chairman of the Association’s Taxa- 
tion Committee and Controller of Union Gas 
Company of Canada ltd.; Mr. Mitchell H. 
Klein, of Phillips and Vineberg, our counsel; 
and Mr. Raymond Sim, who is also a member 
of the Association’s Taxation Committee, and 
the supervisor of taxation for Trans Canada 
Pipe Lines Ltd. 

We are very pleased to have the opportuni- 
ty of expressing the Canadian Gas Associa- 
tion’s views on the federal Government’s 
White Paper, “Proposals for Tax Reform”. 

Basically, the association has eight points to 
make in its brief that is before you, and they 
are set out at pages iii to vi of the brief. 

I know that each and every one of them 
have been presented to the honourable 
senators probably half a dozen times over, 
but I would like, with the permission of the 
chairman, to refer to two or three of them 
very briefly. 

Basically, the association agrees with the 
general aims of tax reform as expressed in 
the White Paper. It is our conclusion, how- 
ever, that the proposals fail to meet these 
desirable goals. 

The proposed tax dividend system will act 
as an incentive to non-residents to purchase 
shares in expanding resource and utility com- 
panies by providing a higher yield to non- 
residents than it would to Canadians. Canadi- 
an equity financing of these companies under 
the proposals will become extremely difficult 
as Canadian investor emphasis will shift to 
the more mature, less rapidly expanding cor- 
porations which have fully creditable tax. 
. ete aa presently allowable, such as 

epletion cos eh 
BP wear eo ee 
the build-up of Canadi ia i Sete te: 

‘ pu adian capital will be vir- 
tually eliminated by the integration proposal. 


We would strongly urge that the present 
dividend tax credit system be retained as it 
provides an equal incentive for Canadians to 
invest in all-Canadian companies, 
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The tax on unrealized gains on public com-_ 
panies shares could force controlling Canadi-. 
an shareholders to sell a part of their hold-. 
ings. It would also create negative cash 
income factors for long term investors in new 
capital-intensive industries, and would com-. 
pound the adverse effects of the dividend tax 
credit system on Canadian equity financing. __ 


The Chairman: Do you mean the dividend. 
ereditable tax? 7 


Mr. Wall: Yes, sir. . 

Canada must rely on outside capital for its, 
development. To the extent that it is impor-| 
tant that Canadians retain ownership of their’ 
resources and industry, it would be in Cana- 
da’s interest if foreign debt capital, rather) 
than foreign equity capital, is attracted. The 
removal of withholding taxes on debt inter- 
est—as was referred to in the preceding’ 
brief—which is really an insignificant source 
of tax revenue, would encourage additional) 
investment by non-residents in debt securi- 
ties. 7 

Our economy, in order to provide for a 
greater share of the proceeds from our indus- 
tries accruing to the benefit of Canadians, and) 
in order to achieve continued prosperity) 
must have a well-balanced and equitable tax 
system. It is our view that the White Paper 
Proposals fall far short of providing such 2 
system. We hope that they will be rewritten 
to provide a tax system which will equitably, 
benefit all Canadians and provide, to a great-, 
er extent, for Canadian ownership of oul 
industries and resources. \ 


Mr. Chairman, we are available to answel) 
any questions you may wish to pose. ws 


Mr. Chairman: Mr. Wall, you mentionec) 
that the withholding tax on debt interes’ 
should be done away with because it provides 
an insignificant amount of the tax Pedi 


Have you any study to indicate what it migh’ 
be? | 


| 
f 


1 
. 


| 
ah 

Mr. Wall: Yes, sir, on page 11 of our brie. 
we quote the federal Government’s informa! 
tion which indicates that 2.02 per cent 0! 
their budgetary revenue in the year endin/ 
March 31, 1969 was received from withhold! 
ing taxes from all sources, including interest 
dividends, rentals, and royalties. We do no’ 
have a breakdown of the amount applicabl’’ 
to debt securities, 4 


/ 


The Chairman: Have you any guess-timat 
as to how much of the 2.02 per cent of tota’ 
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budgetary revenue the withholding tax on 
interest might be? 


Mr. Wall: Mr. Sim, have you any informa- 
tion on that? 


| 


' Mr. R. Sim, Manager of Taxation, Trans 
Canada Pipe Lines Lid.: Mr. Chairman, we 
do not have any specific figures, but we be- 
lieve it to be in the neighbourhood of $35 
million. 

| 

_ Mr. Wall: That is the amount that relates to 
. interest. 


Mr. Sim: Yes. 


| The Chairman: You have enumerated cer- 
tain headings, Mr. Wall. We have been over 
these headings quite a number of times, but it 
‘is always possible that there is a new 
‘thought or idea. Have you anything to add in 
. Saar with the capital gains tax, for 
‘instance. You agree with what seems to be 
:the general opinion expressed here by those 
who have appeared, that it should be a flat 
rate. 


% 


_ Mr. Wali: Yes, sir. Our association basical- 
ly, I think, would prefer that there be no 
capital gains tax. We feel that we are a young 
‘country and we must attract extensive sums 
‘of money, and this is one of the incentives 
that can attract it. We have some views on it, 
‘though, if the decision is taken that a capital 


' gains tax is inevitable. 


| The Chairman; Yes, it would appear that 
that is the conclusion of most of the people 
-who have appeared before us, that it is a 
source of revenue that has not yet been 
tapped. I think that it will be tapped in some 
‘fashion. If you have some ideas as to how 
‘that tapping will be done, would you please 
/indicate them? 


Mr, Wall: I personally, as an individual, am 
_ impressed by the suggestion that came, I 
believe, from Senator Phillips, that in the 
jinitial stages only those gains realized from 
trading in shares, real estate, and businesses 
“might be subject to tax. The association has 
‘come out and suggested that to the extent 
‘that there is a capital gains tax it should not 
»be greater than 25 per cent. In fact, they 
/ suggest it might be lower than 25 per cent in 
‘order to be truly competitive with out neigh- 
bour to the south. 


' The Chairman: There is a great advantage 
jin the capital gains tax. You do not have to 
22267—43 
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consider exemptions, and things like that. 
These are specific items. 


Mr. Wall: Yes, sir. 


_ The Chairman: And therefore administra- 
tion would be easier. 


Mr. Wall: It would be easier, but I am sure 
you would find on the other side people 
would suggest if you specify those three there 
are others that really are capital gains of the 
Same magnitude that have been specifically 
excluded. However, I am sure you would 
have the bulk of them in this. 


The Chairman: If you just name the three 
that you mention and which Senator Phillips 
referred to this morning, you would not be 
providing any ground for the argument as to 
what the exemptions are. They just would not 
be included. 

Then we have our general law in the courts 
and much jurisprudence as to what people 
have said are capital gains which have been 
ruled to be income by the courts. 

Therefore we do not have to wrestle with 
that at all. 


Senator Beaubien: You say you are con- 
cerned about the unrealized capital gains. 
Would you be a little more specific? 


Mr. M. H. Klein, Counsel, The Canadian 
Gas Association: The Association is concerned 
and against it. The reason has been set forth 
by many other associations. It is that control 
could be lost. A forced sale in a given year 
could cause control to be surrendered. There 
might be a completely inequitable situation 
where, because of the proposed five year 
situation, a person’s birthday happens to fall 
in a prime month and the stock might be 
depressed shortly thereafter. When he comes 
to sell he could realize substantially less than 
the amount he has been taxed upon. 


The Chairman: Mr. Klein, it might also be 
in the 75 per cent-25 per cent situation where 
American companies have been given public 
participation for 25 per cent. They might find 
themselves in five years time having a 
revaluation of their 75 per cent interest, 
which they are not selling, yet they would 
have to find the money to pay a capital gains 


tax. 

Mr. Klein: For which they receive no 
credit. 

The Chairman: That is right. 
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Mr. Klein: This would also penalize foreign 
companies who, at the behest of the Canadian 
Government several years ago, made part of 
their securities available to Canadians. 


The Chairman: They would have been 
better off if they had not given Canadian 
participation. 


Mr. Klein: That is right. 


The Chairman: You have a heading, ‘“Natu- 
ral Gas Exploration, Development and Pro- 
duction.” This is in relation to the question of 
incentives. 


Mr. Wall: Yes sir. 


The Chairman: And the incentives you are 
referring to are the only ones available to the 
oil and gas industry, which are depletion? 


Mr. Wall: Yes sir. 


The Chairman: Without reading your brief, 
just tell us what you think about the White 
Paper proposal. 


Mr. Wall: The Association’s view is that in 
the first instance it is effectively retroactive 
legislation. 

We have many thousands of investors who 
have invested moneys in the oil and gas natu- 
ral resource companies, who did so on the 
basis that they were entitled to receive pros- 
pective allowances for depletion. The White 
Paper is introduced in a form in which it is 
proposed that form of depletion will not be 
available in the future. 


The Chairman: First of all, no depletion is 
available to the shareholder under the White 
Paper. 


Mr. Wall: That is correct. 


The Chairman: And earned depletion is 
available to the company on a one-for-three 
basis. That is, they will allow you to earn $1 
which you can keep and deduct from your 
taxable income if you spend $3. 


What have you to say with respect to that? 


Mr. G. E. Miller, Controller, The Canadian 
Gas Association: We prefer the recommenda- 
tions of the Canadian Petroleum Association 
on depletion. They recommend that depletion 
should be a certain percentage of gross 
income from production. This system is mor 
efficient than arriving at a depletion aft : 
deducting exploratory expenses. . 


= 


; 
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They feel that the depletion incentive has | 
to be maintained at as high a level as the, 
present system, otherwise the development of | 
our resources will be cut back. The cost of 
our gas in the field will continue to rise and | 
this would be passed on to the consumer, 


The Chairman: There are many objections | 
to it, are there not? First of all, where is your , 
market and with whom do you have to com- | 
pete in the sale of your product? Is that in| 


the United States? 


Mr. Miller: We are competing in both the 
United States and Canada. 
| 


| 
! 
1 
} 
| 


The Chairman: I am referring to the exter- | 
nal market. The conditions under which you | 
would have to compete in the external. 
market would be conditions giving more | 
favourable consideration to the oil and gas | 


operators. Is that not correct? 


Mr. Miller: That is quite right; the recent | 
tax reforms in the United States provide 
greater incentives than are available under | 


the White Paper. | 


Senator Beaubien: Mr. Miller, the changes | 
you are suggesting, 20 per cent of gross, are; 
roughly the American tax system. | 


The Chairman: I think we were told the 
American rate is about 21 per cent or 22 per) 
cent. 


{ 
! 
} 


Senator Beaubien: But it is on the same 
basis. You are suggesting a change from the 
present system to roughly that of the United | 


States. : 


i) 


; Mr. Miller: It is substantially the same, but h 
it is a different system. 


The Chairman: Gulf Oil suggested a 20 per 
cent depletion on the gross production) 
income, then a one-for-two on earned deple- ’ 
tion. I asked them the question whether that) 
about equated to the present 334 per cent) 
of net production. They acknowledged that it 
came pretty close. \ 


Mr. Miller: That is my understanding. 


_ The Chairman: Would that sort of alloca- : 
tion within the area of depletion be satisfac- 
tory in your operation? . ) 

Mr. Miller: Yes, we endorse both 
recommendations. 


The Chairman: You also say that the 


depletion allowance to the shareholder should — 
be continued. | 
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Mr. Wall: Mr. Chairman, the Association’s 
brief is silent on that aspect. However, I agree 
that it is a depleting asset. We consider the 
philosophy of the theory to be sound. 


The Chairman: I do not know how you 
cannot have a view with respect to that. If 
you give the company incentives such as you 
would with the unearned and earned deple- 
tion, it reduces the corporate tax of the 
company. 


Mr. Wall: Yes sir. 


The Chairman: Which reduces the amount 
of creditable tax. If we are going to increase 
‘through the shareholder not receiving the 
‘depletion nor the credit it is really giving 
‘with one hand and taking away with the 
‘other. 


Mr. Wall: Assuming we are going to have 
depletion, I agree 100 per cent. However, I 
have not studied the other aspect. 


_- The Chairman: In that regard the salvation 
of the shareholder and of the company would 
be not to integration. Therefore I take it your 
‘position is that you are against integration; is 
‘that correct? 


Mr. Wall: Yes sir. With respect to the 
‘depletion aspect, as the members of the 
‘Canadian Gas Association are largely share- 
holders or distributors, they are concerned 
that it will have one or more of several 
effects. It will drive funds that might other- 
wise be available for investment in explora- 
‘tion away to other countries and/or increase 
the cost of the products which we transport 
-and sell to the consumer in Canada and the 
‘United States. As we see it, it can only have 


that effect. 


The Chairman: In other words, risk capital 
-would not be available in the same measure. 


Mr. Wall: Yes. 


The Chairman: How do you evaluate the 
ratio between risk capital and debt? Is there a 
ratio that you attempt to observe? 


Mr. Wall: Considering all utility members 
of the Canadian Gas Association, approxi- 
mately 60 per cent is in the form of debt and 
40 per cent in equity. 

' The newer transmission companies are 
more highly leveraged. They are perhaps as 
high as 70 per cent and 30 per cent. 


The Chairman: If you were dependent for 
40 per cent of your risk capital on the sale of 
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the equity interest, then you must make those 
shares attractive. 


Mr. Wall: Yes sir. 


The Chairman: And you do not make them 
attractive if they get less in the way of net 
return than they would by investing in a 
mature company. 


Mr. Wall: That is correct. 


The Chairman: Is there anything more you 
wish to add with respect to integration? The 
integration proposals involve a number of 
things, such as the five year revaluation. Your 
view is against that. What about the limita- 
tion of two and a half years under which you 
may use your creditable tax on the pay-out of 
surplus. 


Mr. Wall: We feel it is inequitable and 
administratively very difficult. Mr. Sim is 
knowledgeable on this. Have you anything to 
add to the two and a half year carry 
forward? 


Mr. Sim: We generally feel that the rules 
imposed under the proposals are not compati- 
ble with an integration system. The rules for 
a two and a half year limitation and for a 
four-year reassessment of income, the allow- 
ance carry back and carry forward rule, will 
all complicate the problems that are already 
posed by integration. 


The Chairman: Except the design of it may 
be to force out the payment of more divi- 
dends so as to produce more taxes. Is that 
right, Mr. Klein? 


Mr. M. H. Kiein: Yes Mr. Chairman. A 
company that has convenants under a trust 
deed which restricts its ability to pay divi- 
dends; could have entered into it over a 
period of five, ten or fifteen years, and they 
might be even prohibited from declaring 
these dividends, and their shareholders would 
suffer a tremendous loss by the forfeiture of 
that creditable tax after the two and a half 
year period. It has been suggested that stock 
dividends may cure the problem of the profit 
situation where cash was not available, but 
the provincial and federal governments fre- 
quently give supplementary letters patent to 
increase the preferred shares, for example; 
which takes time. These are all problems in 
addition to those already discussed. 


The Chairman: Quite true. Have you any 
questions, Senator Beaubien? 
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Senator Beaubien: No, Mr. Chairman. We 
have covered this pretty well. 


The Chairman: We have covered it pretty 
well. There is one question I was thinking of. 
Have you in prospect or in the mail any plans 
ethat will require additional risk capital that 
could be said to be marking time because of 
the proposals in the White Paper? 


Mr. Wall: Well, this is an association. 


The Chairman: When I say the Association, 
I mean your membership as you know it. 


Mr. Wall: The association collectively has 
capital requirements of very large proportion, 
hundreds of millions of dollars in the immedi- 
ate preceding years. The cloud that this 
White Paper has brought on each of us has 
forced some companies to defer their plans, 
and even change their plans. We are clearly 
against integration. Very simply, I see it as 
making it extremely difficult for us to raise 
equity capital in Canada. Similarly, by push- 
ing the cost of the fixed interest obligation 
that we would raise in Canada to the extent 
that, if equity becomes more popular to the 
investing public in Canada because of the 
integration concept, the after tax yield will go 
up, and it follows, I believe, that the after tax 
yield on fixed interest obligations must like- 
wise go up to be competitive. I think it is a 
matter of mathematics to prove that point. 

The point the association makes is that 
most of its members are in the quickly 
expanding parts of their careers and that the 
equity will probably be purchased by non- 
residents, which is not one of the goals of the 


Government, and the fixed interest will 
become more expensive, 


The Chairman: I noticed you have a head- 
ing here dealing with taxation of electric, gas 
or steam utilities. I suppose the strongest 
thing you could say is that you are against 
what the White Paper proposes. 


Mr. Wall: I will 


ask Mr. Miller to speak to 
this specific point. 


The Chairman: We had a field day here 


and heard most of these public utilities and 
they made a good case. 


Mr. Wall: This relates to the 2 per cent 


lower tax applicable to certain utilities and 
not to the 95 per cent. 


The Chairman: A]] right, 


Oa 
Miller. Eommhead. Mr, 


Standing Senate Committee ( 


Mr. Miller: Mr. Senator, I cannot pass up. 


the opportunity to emphasize that the submis- _ 


sion we made some time ago was made at an 
earlier date because of the urgency. We have) 
not seen an equity financing going in the gas | 
distribution public utility industry since the) 
White Paper proposals were handed down in’ 


November 1969, so we are very much con-) 


cerned about the subject in the first brief. — 


The Chairman: Do you think it is the | 
uncertainty as to what may result that is | 
delaying those? 


Mr. Miller: I think that is partly the answer | 
and the result of the depressed market that 
makes the cost of equity capital very high, 
such a high dilution factor, but the White 
Paper is a very important adverse factor. 


The section we are dealing with here, | 
which Mr. Wall referred to, is the 2 per cent 
lower income corporation tax rate presently 
available to gas distribution utilities under | 
section 85. This is something that was intro- , 
duced about 20 years ago, at first at a higher | 
rate than 2 per cent. I think it was 4 per cent, | 
In doing our research we found that the Gov- 
ernment said that since the expenditures of | 
the public utilities are, to a great extent, non- 
discretionary and because we are controlled | 
on our rates charged to the customers, and | 

| 


because we must keep pace with the growth | 


of the economy, it was appropriate to have an | 
incentive available to us. It is not clear in the ° 
White Paper whether or not we would lose | 
the 2 per cent lower tax rate, but we are very — 
concerned about the risk of losing it. The 
effect on Union Gas Company of the 2 per. 
cent higher tax rate would be about $1 mil- | 
lion in one year at the present time. We feel | 
that this section should be continued. If we. 
lose this 2 per cent lower tax rate it means | 
that we will have to pass along $2 million in , 


gas rates to our customers and similarly each | 


gas distribution utility would have to pass 


along the increased tax through 
customers. 


The Chairman: 


point something at the moment. 


Senator Beau 
Are you paying 
per cent? 


Mr. Miller: Two per cent lower. 


the | 


| 
| 
| 
| 
| 


It may be a fair assumption | 
that 2 per cent will be lost because the White — 
Paper seems to advocate a uniform and cor- | 
porate rate of 50 per cent. One might normal- | 
ly assume that this is in the cards. It is 51: i 


bien: Fifty-one point three. | 
an effective rate now of 49 
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The Chairman: Then it really turns on how 
much the industry needs the cash flow, and 
needs a heavy or a heavier cash flow. It is 
that simple, is it not? The Government recog- 
nizes that has been the purpose, because in 
many cases, to encourage industry they grant 
accelerated depreciation. 


| 
| 
_ Senator Beaubien: Forty-nine point three. 


The Chairman: Are there any further ques- 
tions on that point? 


: Senator Beaubien: If the industry was 
-deemed to need a slight tax succession a few 
years ago it would seem extraordinary to 


-inerease it enormously now. Mr. Sim: That is true 


- The Chairman: I think this came in when 
‘the Hon. Mr. Abbott was the Minister of 
’Finance. As a matter of fact, I recall that I 
may have been the one who gave the expla- 
nation of the bill in the Senate. So these 
_ things come back to you. But, if it were 
“needed then, the conditions have not changed 
‘to such an extent that they do not need it 
‘now. In any event, if you lose it, the rates 
will go up. 


_ Mr. Miller: That is quite right. 


The Chairman: And in some cases where 
they give you a capital grant they permit you 
to depreciate the capital grant. 


Mr. Sim: Yes. 


The Chairman: Obviously it serves a very 
important purpose. 


Mr. Sim: Mr. Chairman, I should like to 
make another point. On capital cost allow- 
ances, although they are generally higher 
rates than the rates of depreciation charged 
for book purposes, this will only occur in the 
initial years. Eventually, the actual amount of 
capital cost allowances will be below the 
depreciation charge, due to the accelerated 
rates. It is on a reducing balance system. 


_. The Chairman: I have passed over the 
question of depreciation for the moment, Mr. 
‘Wall. Is there anything you want to add? I 
know the White Paper says that they are 
going to review the capital cost allowances 
and it may be that they are too high. Have 


‘you any general comment on that? Senator Beaubien: Mr. Klein, have you any 


idea of how the American Government treats 


. .Mr, Wall: I would ask Mr. Sim to comment 


on that point. 


Mr. Sim: Mr. Chairman, we feel that capi- 


_ tal cost allowances are necessary generally 
, for the build up of capital within a company 
or within an industry. 


| - The Chairman: The question is not whether 
‘there shall or shall not be capital cost allow- 
“ances. The White Paper is suggesting that it 


} 
? 


Specific studies as 
supply figures on the build up of capital 
within certain companies. 


may be they should be reviewed, because 
‘they may be too high. That is the angle on 
which I was wondering 
' comment? 


i sou; ,had.any 


Mr. Sim: Yes, Mr. Chairman. We feel that 


‘they are not too high. We feel that the rates 


are presently acceptable to the development 


of capital within the industry. 


The Chairman: Have you made any study 
of these rates? 


Mr. Sim: No, we have not. We do not have 
such. We certainly could 


The Chairman: Could you do this? It is 


quite obvious that is a source of cash flow. 


Mr. Sim: Yes. 


this? 
Mr. Klein: On capital cost allowances? 
Senator Beaubien: Yes. 


Mr. Klein: I understand it is similar to 
what we have. 


The Chairman: And, ratewise? 


Mr. Klein: I cannot talk with authority 
about the rates but I understand it is similar. 
There are 24 different classes, and to take any 
individual one would be impossible. 


The Chairman: In any event, with what 
you are enjoying now, you are able to live 
and compete. I am not talking about your 
competition with your competitors in Canada, 
I am talking about your competition outside. 
You have here “business expense and 
nothings”. 

Mr. Wall: Mr. Chairman, I think you have 
heard a great deal about business expense. 


The Chairman: Yes. I am interested to hear 
if you have anything to say about the White 
Paper treatment of good will. 


Mr. Wall: I do not know that we can add 
anything about good will, but you will find 
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that in the transmission and distribution com- 
panies within Canada, they have a large 
dollar amount of the so-called “nothings”, 
which accountants have clearly determined as 
being expenses laid out to earn income but 
are specifically allowed by the tax depart- 
ment. Some of them have been listed on page 
18. This is one of the few things we like 
about the White Paper—they propose to bring 
closer to the accounting concept the allow- 
ance of these things that heretofore have 
been treated as nothing. They are listed here 
as organization expenses, fees paid to under- 
writers for fund raising, discounts. This is a 
major item in respect to anybody who was 
borrowing in currency other than Canadian. 
They may borrow a dollar and it cost them a 
$1.05 to pay it back and that five cents is part 
and parcel of the cost of borrowing the 
money and as a result should be allowed as 
expenses, in our view. 


The Chairman: Does anybody care to com- 
ment on goodwill? Is it a factor in your 
operation? 


Mr. Wall: I cannot speak to that really. I do 
not think it is. 


Mr. Klein: Mr. Chairman, if I may just 
mention one small point on the question of 
goodwill. This is a personal observation and it 
does not represent the views of the associa- 
tion in any formal way, but a lot of people 
have expressed some concern that goodwill on 
valuation day will not be valued. You have 
the rather unfortunate situation—for exam- 
ple—this does not apply to this association— 
but a fellow who on valuation day may have 
substantial goodwill and the day after a com- 
petitor comes in and starts a business and 
three years later, for example, the goodwill of 
the original entrepreneur might be down to 
next to nothing because of the new competi- 
tion. Yet, if he sells his business at that time, 
he will be taxed maybe on the $5,000 of good- 


will when the goodwill was $100,000 on 
valuation day. 


Correspondingly, the fellow who opened up 
business the day after valuation day and sold 
his goodwill at that same time would not 
even be taxed on 100 per cent of the incre- 
mental value since valuation day because of 
the phasing in process. 

The Chairman: That is in line with the 
a the treatment of 

ite Pape i 
retroactive taxation. tiie os 


Mr. Klein: Correct, 
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The Chairman: There is no doubt about 
that. On the other items of business expenses 
the White Paper does not say anything in| 
particular about them. It would appear logical | 
if they mentioned them that they propose: 
some method of treatment which I hope will | 
not be as complicated as the treatment of 
goodwill. 


| 


\ 
} 


Mr. Klein: No, I hope not. | 


Mr. Miller: Mr. Chairman, we are particu- | 
larly concerned about the major importance 
with respect to right-of-ways. 


The Chairman: Which? 


an 
my 
t 
ai 
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Mr. Miller: Rights-of-ways. For accounting | 
purposes it is typical to depreciate the right- — 
of-way or amortize the cost of right-of-ways | 
over a period comparable to the life of the 
pipeline or distribution pipeline or a trans- | 
mission and yet for tax purposes if the right- | 
of-way is perpetual it is a capital nothing and | 
the White Paper is silent on this item. |_| 

I think we should have clarification on this _ 
point. | 
} 


The Chairman: Well, what do 


you suggest? 
You give us some language. A 


Senator Beaubien: Mr. Miller, if the right- 
of-way is perpetual you do not show any 
value. | 


Mr. Miller: If the right-of-way is nominally — 
perpetual for accounting purposes we will | 
amortize the cost of the right-of-way using a | 


life comparable to the life of the pipeline 
itself. 


Senator Beaubien: What would that nor- | 
mally be for a pipeline? How many years, 20, _ 
30 or 50 years? . | 


hood. It depends, according to the pipeline’s 
source of supply. I would suggest that it 
should be a fairly simple system of permitting 
amortization over a period comparable to the 
life of the pipeline. Cost of use, class 2,6 per — 
cent, would be appropriate. 


Mr. Miller: It could be in that neighbour- | 
| 


The Chairman: So if you include the item _ 
in this section... 


Mr. Miller: Class 2, 6 per cent. 


The Chairman: Class 2, 6 per cent, that 
would be Satisfactory to you? | 


Mr. Miller; Yes, I think so. It is roughly the 
same as we do in accounting purposes where 


. 
ui 
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we amortize the cost over the life comparable 
to the life of the pipeline. 


_ The Chairman: Do you have anything to 
add there? 


Mr. Sim: There is a similar treatment now 
under the Income Tax Act, as I understand it, 
on the question of leasehold improvements 
where they are not put up by the owner but 
rather as a leasehold improvement, he is 
allowed to deduct them over the 40 years’ life 
of the lease; so you would have the same 
kind of situation as here with rights-of-way. 
There is that example in the current Income 
Tax Act. 


The Chairman: Yes. 


Senator Isnor: What is the lifetime of a 
pipeline? 


Mr. Wall: I refer to our own company, 
which is Trans Canada. The engineers’ esti- 
mate is if it is kept in proper maintenance, it 


_ will last almost forever, perhaps 100 years. 


Our own company has taken the position 
that we can see an economic life of 50 years’ 
supply and therefore we are depreciating it 
effectively at 2 per cent per annum straight 


line for the remaining years. 


-In the case of other members of our 


- association who are in the distribution busi- 


ness they likewise, I know, would depreciate 


' their assets on the basis of the lesser of 

_ estimated useable life or economic life and I 

' would think the economic life in the case of a 

| pipeline is the one that would be followed 
through. 


Senator Beaubien: Mr. Wall, do you include 


the cost within the right-of-way? 


Mr. Wall: Oh, yes. There is no question but 


that the companies will be amortizing these 
_ right-of-way costs. The point of concern here 


is that they are not allowed as an expense in 


/ arriving at taxable income. In this brief we 


maintain they should be. 
Mr. Miller: In addition I may point out 


typically the right-of-way would be of no 


value to the company when the pipeline is 
gone. 


The Chairman: Yes. It will be difficult to 


use the area of the right-of-way for farming 
/ purposes. It is really only a long narrow strip. 


Senator Beaubien: You can only use that 
ipeline on the right-of-way and if the pipe- 
line is used no more, it is of no use. 
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The Chairman: It has no value. If you 
cannot use it for a pipeline then you are not 
going to be able to sell it to anybody else for 
a pipeline. 


Senator Beaubien: Today cannot 
charge that against the expenses? 


you 


Mr. Wall: We do amortize this, yes, but it is 
an item that is added back in in arriving at 
our taxable income under the present Income 
Tax Act for these companies which have 
reached the point where they have been 
assessed. 


Senator Beaubien: In a way it is academic 
because you are not paying too much taxes. 


The Chairman: No, but hope springs 
eternal. 
Mr. Wali: We are deferring payment of 


taxes as permitted. 


Mr. Miller: Mr. Chairman, I would like to 
speak to this point. When we tried to claim a 
deduction for amortization of a right-of-way 
of a distribution pipeline and contended that 
we should use the same life as the life of the 
pipeline because the right-of-way would be 
useless once the pipeline was gone, we were 
unsuccessful so the cost has not been allowed 
to our company or to our industry. Our taxes 
are higher accordingly than what we think 
they should be. 


The Chairman: So you are paying taxes on 
money that has been laid out. 


Mr. Miller: Yes, we are. Our rate of credit- 
able tax would be quite high really. We have 
some deferrals but we are at a more mature 
stage in our company. 


The Chairman: You have a heading here, 
“business expenses, entertainment and related 
expenses”. I take it you do not fall into the 
category, that the White Paper makes, about 
having yachts for entertainment for your cus- 
tomers and things of that nature. 


Mr. Wall: Mr. Chairman, not that I am 
aware of. Our position is the same as virtual- 
ly everybody that appeared before you on 
this point. We consider collectively that the 
expenses which have been laid out to earn 
income should be allowed as a deduction, that 
the present Act provides for adequate control 
of abuses, and that with proper administra- 
tion no change need be made. Mr. Klein is 
really experienced in this particular area and 
may have something to add. 


37: 58 


The Chairman: Is it sections 11 and 12? 


Mr. Klein: Section 12(2) of the present Act 
says that any expenses to be deductible must 
be reasonable. Quite frankly, in instances 
where this particular matter has come before 
the courts, the courts have been quite hard on 
the taxpayer who tried to expense a yacht, 
for example. Really it is a question of 
enforcement in trying to do away with a 
small amount of abuses and the White Paper 
would appear to penalize heavily an area of 
expense which is a valid expense by large 
corporations for employees to improve their 
knowledge of their particular fields. 


Senator Laird: Mr. Klein, don’t you find 
that the Department of National Revenue 
does a darned good job in checking things 
like that? 


Mr. Klein: Our clients seem to feel that 
they do, yes, and I have to agree with that. 


The Chairman: Now, going through these 
particular headings, Mr. Wall, are there other 
features you would like to put before us? 


Mr. Wall: I think Mr. Chairman we have 
covered them all. The main thrust of our 
approach is that feel that the integration 
proposal is not a wise one. It will hurt the 
industries that are associated with natural 
resources, something that the country would 
like to continue to develop. We would urge 
you to seriously consider the recommenda- 
tions that we have made here with respect to 
withholding tax. The policy of the Govern- 
ment of Canada and of this White Paper 
would appear to be—let us try and attract as 
much fixed interest foreign obligations as we 
can muster—and this withholding tax may be 
only a nuisance factor, but it is having an 
effect on companies raising funds in foreign 
countries. 

I suppose everybody at this table has been 
exposed in just the last 12 months to the 
problem of European borrowings, and they 
just will not lend any money unless you 
indemnify them or hold them harmless with 
respect to withholding tax, and those borrow- 
ings from the United States are somewhat 
narrower because there is not as large a 
group that can take advantge of the credit. I 


think those are the two main thrusts of our 
proposal. 


The Chairman: Thank you very much. 


Standing Senate Committee 


The Chairman: Now we have submission 
from the Canadian Association of Oilwell 
Drilling Contractors. 

Mr. Porter is going to make the opening 
statement on behalf of the Association and 
will introduce the panel. If they have any 
feature points they wish to make they will do 
so. Then they are open for questions. 


Senator Haig: Mr. Chairman, before we 
start, can Mr. Porter tell us what drilling 
mud is. 


Mr. J. D. Porter, Executive Vice-President 
and General Manager, Canadian Association 
of Oilwell Drilling Contractors: Yes, sir, it is 
an additive that is put down the well for the 
purposes of (a) cooling the drilling bit and 


secondly to assist in breaking away some of — 


the geological formations you are drilling 
through. It may be barite or various chemi- 
cals added to it. Diesel fuel is added to it at 
times. 

Senator Beaubien: It is a lubricant, in fact, 
is,Jt..not? 


Mr. Porter: It is a lubricant. It has several 
other uses too. 


The Chairman: You mean in the drilling 
process? 


Mr. Porter: That is right. It is basically to 
expedite the drilling performance. 


The Chairman: Now, Mr. Porter, we are 
ready for you. 


Mr. Porter: Thank you, sir. Mr. Chairman, 
members of the Standing Senate Committee 
on Banking, Trade and Commerce, on behalf 


of the Canadian Association of Oilwell Dril- 


ling Contractors, may I express our apprecia- 
tion for the opportunity of appearing before 
you today to present the views of our mem- 


bers on the White Paper entitled “Proposals — 


for Tax Reform”. We recognize the significant 
responsibility of this committee in their 
review of the changes proposed in the Income 
Tax Act. 

These opening remarks will consume 
approximately five minutes and thereafter we 
will be pleased to attempt to answer any 
questions which the members of the commit- 
tee may choose to put forward. 

The representatives of the association are: 
Mr. H. J. Irwin, on my far right, who is the 
President of the association and President 
of G. P. Drilling Ltd., Calgary; secondly, Mr. 
R. E. Sparrow, Director of the association and 


- proposals 
There is no alternative use for a drilling or 
service rig—except scrapiron. 


Banking, Trade and Commerce 


President of Argus Drilling Limited. Next to 
Mr. Sparrow is Mr. H. G. Pearce, M.B.A., 
Advisor to the association; and on my imme- 
diate right is Mr. A G. Burton, F.C.A., also 
an Advisor to the association. 


Our industry in Canada is Canadian— 
approximately 90 per cent of the companies 
operating drilling equipment and about 85 per 
cent of the service rig contractors are now 
Canadian-owned. This is a complete change 
from 1949 when the oilwell driliing industry 
in Canada was predominantly U.S.-owned. 
This change to Canadian ownership has been 
achieved under our existing tax laws. _ 

The Association represents virtually 100 per 
cent of the oilwell drilling industry and 
approximately 85 per cent of the service rig 
contracting industry in Canada. The drilling 
and service rig industries are comprised of 
independent contractors who rely solely on 
the activity of the petroleum industry for 
their income. 

Oilwell drilling and servicing is a highly 
specialized industry required solely for the 
purposes of petroleum exploration and devel- 
opment. In fact, a drilling rig is a highly 
mechanized, self-contained, mobile factory. Its 
sole function is to drill holes that will permit 
the recovery of oil or gas. Oil and gas wells 
are drilled on a 24-hour-per-day basis, to 
depths which range from 1,500 to 18,000 feet, 
or down to 33 miles. 

Our industry employs up to 6,500 people 
whose wages and salaries approximate $42 
million per year. At other times, during peak 
seasons, we may employ up to 10,000 or 
11,000 people, and in that circumstance our 
payroll and salaries would approximately $60 


_million. The value of Canadian goods and 


services annually purchased for rig operating 
supplies are in the order of $25 million. Addi- 
tional services purchased in Canada would 
€qual another $30-35 million. 

The White Paper admits that implementa- 
tion of its proposals will adversely affect the 
resource industries in Canada. Consequently, 


it will reduce overall economic activity in 


Canada. As a Canadian industry, which is 
totally dependent upon petroleum expiora- 
tion, we are vitally concerned with the 
contained in the White Paper. 


Positive tax incentives will be required if 
the petroleum industry is to be able to attract 


| adequate domestic and foreign capital to 


finance exploration and development expendi- 
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tures, including the increasingly important 
but higher cost operations in the Canadian 
North. If the White Paper proposals are 
implemented, in our opinion, this new invest- 
ment capital will not be forthcoming. 

The members of this Association are not 
opposed to some modifications to the present 
Income Tax Act. We feel, however, that it is 
unrealistic for the authors of the White Paper 
to expect interested parties like ourselves to 
be able to recommend alternatives to specific 
proposals. Even the Federal Government and 
the Ontario Government, with all their 
resources, have been unable to produce a 
mutually acceptable document. A _ further 
weakness, and by its own admission, the 
White Paper refers to the risks of forecasting 
economic activity and revenues as noted in 
Section 8.5, on page 86. 

It is a recommendation of this Association 
that “the only logical procedure is to retain 
the present Income Tax Act, modified gradu- 
ally to incorporate reasonable changes accept- 
able to the taxpayer, business community, 
and governments’. We believe this approach 
is reasonable and would eliminate existing 
uncertainty associated with the introduction 
of a totally new, untested tax reform bill, and 
would preserve the legal precedents estab- 
lished over a number of years. 

As pointed out, we are a Canadian indus- 
try, owned by Canadians. It must be recog- 
nized that we are dependent upon the need 
for continued investment of foreign and 
domestic capital. Capital investment by the 
world oil industry can be expended any- 
where—it is mobile—and if the Canadian tax 
climate is not competitive, we will wind up 
with a lot of idle drilling rigs, unemployed 
drillers and undeveloped hydrocarbon re- 
serves in Canada. 

Our business covers a large geographical 
area of Canada. We have operated from the 
Grand Banks of Newfoundland in the east 
to the Queen Charlotte Islands in British 
Columbia in the west, and from the most 
southerly point of Canada to almost the 
North Pole—to within 500 miles of it. Obvi- 
ously such widespread areas of activity pro- 
duce a tremendous strain on our human and 
financial facilities. 

Mr. Chairman, we have told you and the 
members of your committee that within the 
past 21 years Canadians have essentially 
gained control of the oil well drilling indus- 
try in Canada. We are afraid that if the 


main proposals suggested in the White Paper 
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are implemented we Canadians may well lose 
our dominant position in this industry. 

Mr. Chairman, our group will be very 
pleased to endeavour to answer any questions 
which you or your committee may wish to 
raise. 


The Chairman: Mr. Porter, I have one for 
you right away. 


Mr. Porter: Very good, sir. 


The Chairman: You say that if the main 
proposals in the White Paper are implement- 
ed your industry is likely to be replaced by 
non-residents. 


Mr. Porter: We think that that is likely. 


The Chairman: Would you enumerate those 
main proposals that might have that effect? 


Mr. Porter: First of all, sir, I would say that 
the philosophy, the integration concept, the 
capital gains tax, and the lack of incentives 
for the petroleum industry and private 
enterprise. 


The Chairman: Let us take them in the 
order in which you have taken them. Perhaps 
the chief one is a toss-up between integration 
and the incentives. 


Mr. Porter: Perhaps we could touch upon 
the philosophy first, and then we can lead 
into what follows. 


The Chairman: Yes, if there is philosophy 
in the White Paper perhaps you will point it 
out to us. 


Mr. Porter: I am going to ask Mr. Pearce to 
discuss what we conclude may be interpreted 
as the philosophy of the White Paper. 


Senator Phillips (Rigaud): We had a wit- 


ness yesterday who talked about philosophy. 
There must be something in the air. 


The Chairman: Senator Phillips remarked 
yesterday about people who become philo- 
sophical, and what happens to them. There is 
a case in history of a philosopher who drank 
a cup of hemlock. So, beware! 


Mr. G. F. Pearce, Adviser, Canadian 
Association of Oil Well Drilling Contractors: 
I am a little afraid to start out after 
those comments. The area that we 
would categorize as Philosophy, which I 
would like to touch upon very briefly as a 
Start, and which will Overlap some of the 
comments to be made by other members of 


the panel later in our discussion, deals first 
with the subject of fairness and equity, and, 
secondly, the increasing shift in importance to 
the public sector of the White Paper taxation 
system if implemented, and then the fact that 
certain of the proposals seem to be contrary 
to established long-term government policies;: 
the removal of certain incentives that we 
already have; and the fact that the authors of: 
the White Paper seem to feel that the level of 
economic activity will be the same as under 
the present taxation system if this system is 
implemented. 

The reason why I would like to comment 
very briefly on these points is to place in 
proper perspective the position of the drilling 
contractors. Dealing first of all with fairness 


and equity, there apparently has been no con- — 


sideration given to the need to recognize risk 
in the definition of fairness and equity in the 
White Paper. As will be commented upon by 
other people on the panel... ¥ 


The Chairman: Do you mean adequately 
recognized? 


Mr. Pearce: I do not believe they recognize © 


ate alk: 


The Chairman: Yes, they do. They say that. 
the mining, oil and gas industries require spe- 
cial treatment. It is their assessment of them 
that we say is not adequate. 


Mr. Pearce: Very well. My reference there 


was primarily to their discussion of fairness 
and equity in the initial part of the brief, and 
I was dealing primarily with the personal 
aspect as opposed to the corporate aspect. We 
need tax incentives if we are to attract the 
risk capital needed to develop the petroleum 
industry. 

As indicated by Mr. Porter, we are 100 per 

cent dependent on the health of that industry 
for our livelihood. One of the other contrac- 
tors here may wish to comment further on 
the aspect of unique risks facing the industry. 
_ Dealing next with the fact of the increasing 
importance of the public sector under the 
White Paper there are certain proposals 
which will have this effect, such as the remo- 
val of the 21 per cent corporate tax rate, 
resulting in a shift of some tax to the public 
sector. 

With respect to the capital gains tax 
Proposal, we have all heard very much with 
regard to the variation in revenue projections 
made by the authors of the White Paper and 
by the Province of Ontario. Our concern here 
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is not that the public sector is not capable of 
handling funds given to them from the source 
of revenues. However, there are certain types 
of investments that they may not be as 
experienced in handling as those in the pri- 
vate sector, such as the high risk industries. 


The Chairman: Is not the direction of 
public investment another factor? Once they 
have come into possession of the money they 
are likely to invest in areas entirely different 
from those which the private sector would 
use and would not add in the same way to 
economic growth. 


Mr. Pearce: That is correct, Mr. Chairman. 
One relevant point is that if we are to devel- 
op the social programs in this country which 
we feel are necessary we must have healthy 
economic growth. 


Moving now to the third point, some of the 
proposals seem to be contrary to established 
and long-standing Government policies. 


It is evident that as individual taxpayers in 
the country increase their taxable income 
they will be exposed to substantially higher 
taxes under the proposed system. This seems 
to work against policies at all levels of Gov- 
ernment to improve the education and train- 
ing facilities in the country. It also hinders 
aid in financial and technical assistance for 
industry and business and our desire for 
increasing Canadian ownership of our 
resources. 


Turning to the removal of incentives, which 
other panel members will discuss in more 
detail, one is the removal of the 21 per cent 
tax rate which is so important to high growth 
and particularly smaller companies just start- 
ing into their high growth period. This is 
emphasized by the difficulty of financing 
faced by many of these smaller companies, 
particularly those in the resource industries. 

The second concern relates to the removal 
of incentives and the proposal to tax capital 
gains. The main point is that it will provide a 
relatively small source of revenue to the fed- 
eral Government, as is admitted in the White 
Paper. 

In our opinion this form of gain should be 
tax exempt in order that businessmen and 
private individuals will be encouraged to 
invest in the economy and stimulate our eco- 
nomic growth. 

Moving very quickly to the comment made 
earlier to the previous group regarding 
expense account proposals, our feeling is—we 
have elaborated on it in the brief, so there is 
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no need to comment on it too much at this 
point—we feel that proposal is too inflexible. 
It does not recognize the fact that legitimate 
methods of doing business differ from one in- 
dustry to another. As we have identified in 
our brief, for drilling contractors the drilling 
business is a high specialized business, requir- 
ing different kinds of business expenses than 
perhaps the automobile or other industries. 

We would also like to mention under this 
broad area of philosophy a general point on 
emigration. The White Paper expresses scep- 
ticism that tax factors have a major bearing 
on emigration. This may be true for the coun- 
try as a whole, but we do not feel it is true 
for people involved in the drilling industry as 
a full time vocation or profession. They may 
be encouraged to emigrate for two reasons at 
least. One is the lower tax position in other 
countries, and also the fact that the profesion- 
ally trained and highly skilled people particu- 
larly will have no alternative; they will have 
to leave for other countries in order to obtain 
proper employment in the drilling industry. 

I should like to comment later perhaps on 
economic activities, and perhaps I could just 
leave that at that point. 


The Chairman: Now that we have moved 
through the philosophy, which from your 
recital does not appear to represent a logical 
progression, we can now move into the area 
of integration. I think we could deal with 
depletion at the same time. First of all, what 
is your position in relation to integration as 
proposed in the White Paper? 


Mr. Porter: I would ask Mr. Burton to com- 
ment on that, if I may, Mr. Chairman. 


Mr. A. G. Burton, Advisor to the Associa- 
tion, Canadian Association of Oilwell Drilling 
Contractors: I can start with a very short 
answer. The association is opposed to 
integration. 


The Chairman: We have been hearing that 
from nearly everybody. 


Mr. Burton: That is the sort of opposition 
that is made perfectly clear. 


Senator Phillips (Rigaud): That is particu- 
larly fortunate coming from you and your 
firm in the light of certain circumstances. 


Mr. Burton: Perhaps I might now go to 
some of the other points and elaborate a little 
further. First, it is necessary for us to talk 
about the petroleum industry. We are not 
representing the petroleum industry; we are 
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representing the drilling industry. However, 
as Mr. Porter said, there is only one thing 
you can do with a drilling rig, and that 
is to drill for oil or gas, and therefore if there 
is not a petroleum industry there is not a 
drilling industry. Obviously anything that 
affects the petroleum industry in a detrimen- 
tal manner will in turn affect the number of 
drilling rigs employed and the drilling 
industry. 


The Chairman: Perhaps you would stop 
right there. Mr. Porter said something earlier 
indicating that there may be some clash 
between the two statements. He said that if 
the proposals in the White Paper under these 
headings are implemented, your association 
and the membership in it might lose out to 
the non-resident ownership. 


If you lose out because there is not a 
petroleum business, why would anybody else 
come in? 


Mr. Burton: Really, sir, that is another 
question you are bringing up and something 
separate. May I come back to that one? 


The Chairman: All right. 


Mr. Burton: We feel that the depletion 
changes for the petroleum industry will have 
a definite effect on the moderate drilling that 
is done in Canada. It must be remembered 
very clearly that those who wrote the Carter 
Report completely missed the point that 
money used in the petroleum industry is 
petroleum money. The Carter Commission, 
for example, made the statement that they 
were not too sure that the money spent on 
the petroleum industry in Western Canada 
could not have been better spent elsewhere. 
But the facts of the matter are these: if that 
money had not been spent in the petroleum 
industry it would have not been spent in 


Canada; It would have been spent in 
Venezuela, the United States, Mexico, 
Indonesia, 


North Africa and many other 
places in the world. 


Petroleum money is a special type of 
money and it flows all over the world, but it 
is only going to flow into petroleum and/or 
a There are certain links between the 
Wo. 

Many of the large United States companies 
that do operate throughout the world have a 
gathering, usually by the end of the year, of 
their people from all over the world. They 
each bring in their budgets and add them up 
If the total is more than they have got they 
then look around to see which one is going to 


Dis 


Standing Senate Committee 


bring them the biggest return after tax. They 
then decide that is where they will put their 


money. One fellow gets shaved and the other 


one gets his budget. 

Now, it is the after tax return that counts. 
It is important to remember that the words 
“after tax” are not restricted purely to 
income tax. They are applicable to all types 
of tax. In other words, there are areas in the 
world, particularly in the Arabian countries, 
where instead of having an income tax they 
just take a larger percentage of royalty. It is 
still the same thing. When they look at 
Canada they see that we have a certain 
depletion factor here. Up until the present 
time we have had what is known as a per- 
centage depletion. They have percentage 


depletion in the United States. Therefore, 


people down in the States like the idea of the 
Canadian situation because it is a percentage 
depletion. I understand the major companies, 
and a lot of the individuals who come to 
Canada—believe me there are millions of dol- 
lars brought into this country by individu- 
als—know that they will get a percentage 


depletion, but they do not recognize that in — 


Canada you get no depletion until such time 
that you pay tax,. whereas in the United 
States you get depletion for many years with- 
out paying tax. 


Senator Beaubien: How would that work 
out? 


Mr. Burton: Sir, they get their depletion on 
a gross basis. The current rate as mentioned 
earlier here today is 22 per cent of gross, and 
not to exceed 50 per cent of net income. They 
do itona property-by-property basis. As soon 
as you start to produce from one property 


you will immediately get your depletion on — 


that property. You do not have to pay any 
attention to the other properties, because each 
one 1s done individually. Some of the very 
wealthy individuals in the United States have 
built themselves up and literally paid practi- 
cally no tax. I am not particularly advocating 


that, because I think the pendulum swung too 
far in that instance. 


In Canada you must put all your expenses 
and all your revenues together. There have 
been companies who literally have extracted 
all the oil out of a field and have never yet 
ad five cents worth of depletion. Our deple- 
tion is based on taxable income only. 

With the change in the White Paper where- 
by percentage de 
thrown out and instead you are going to have 
an earned depletion, this I am sure, from 


pletion as such is going to be 
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‘conversations that I have had with people in 
the United States, is going to have quite a 
psychological impact. It is more psychological 
than anything else. They are used to percent- 
age depletion so they feel they are going to 
get it in Canada and you turn around now 
and tell them they have got to earn their 
depletion and all of a sudden it does not look 
so good. 


Senator Phillips (Rigaud): Is it more psy- 
chological than realistic in the resuit? 


Mr. Burton: If you earn enough depletion, 
you can still get up to one-third of your taxa- 
ble income, you can never get more; but you 
also know that the chances are that you will 
not earn that much, up to the one-third, for 
ever. Therefore, the new basis has to be less 
than the present basis. There is no way it can 
exceed it. It must be less. 

I agree with your comment, actually, sir, 
that what will happen is, that people will 
look at us up here and say we are not going 
to get as much depletion as we had before, 
and therefore they will put their money into 
some other area. 

On the United States tax rules, even for 
individuals, they can take all their drilling 
expenses against their ordinary income, 
whether it is from a business or profession or 
anything else, regardless of whether they 
spend the money in the United States or out- 
side the United States. 

We are different in Canada. We say you get 
no benefit if you spend it outside of Canada. 
But there is complete free flow of money as 
far as the United States citizens and corpora- 
tions are concerned. 

Obviously, we have to be opposed to any 
changes in the depletion allowance that are 
going to hurt the industry, because we feel 
there will be less money coming into Canada 
and, as I say, with less money you drill fewer 
holes and you have fewer drilling rigs. 


The Chairman: What you are saying at this 
stage is that earned depletion is not a proper 
concept? 


Mr. Burton: That is true. It really should be 
a gross depletion basis, somewhat similar to 
that of the United States and I think you 
have had previous representations on that. 


The Chairman: Yes, and they agree that it 
should be a combination of earned and 
unearned depletion. Would you care to com- 
ment on that? 
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Mr. Burion: Yes, sir. There are some places, 
T understand, that do it. Australia had a situa- 
tion somewhere along that line. I think that, 
In a combined factor like that, as long as you 


have what you call your unearned depletion, 
as a base to work on... 


The Chairman: An oil company starts 
Sometime, and it has to attract capital. 


Mr. Burton: That is correct. 


The Chairman: And, it being risk capital, 
even the White Paper recognizes that you 
need some incentives. 


Mr. Burton: Yes, sir. 


The Chairman: I regard an incentive as 
being something as a result of which you pay 
less tax. 


Mr. Burton: That is correct. 


The Chairman: I think that is the proper 
definition of it. 


Mr. Burton: That is correct. 


The Chairman: So, in order to get going, 
incentives have attracted the operation, and if 
you have unearned depletion as a continuing 
thing, then you are recognizing by that kind 
of incentive the special risk by which the 
whole operation got going. 


Mr. Burton: That is correct. I agree with 
you on that, sir. In addition, I think the point 
I am trying to make is that we are competing 
for worldwide money and if our depletion 
situation in Canada is not comparable to 
other areas—let me turn it around the way I 
said it before—if the after tax return is not 
comparable, then that money will not come 
here. 

The general estimates are, to keep the 
Canadian petroleum industry going, in the 
same manner as it has been in the past two 
or three years, and with the normal inflation- 
ary growth, it looks as though the industry 
will require approximately, pretty close to 
$20 billion in the next decade. That is based 
on the fact that a year ago they spent $1.2 
billion; you multiply that by ten and add the 
inflationary factor. In addition to that, costs 
are going up, because now people are moving 
into the northwest areas, where it is far more 
expensive. It may even cost you half a million 
dollars to move a drilling rig, before you can 


start to drill. , 
The Chairman: And the Atlantic coast. 
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Mr. Burton: The Atlantic coast, and so on. 
So you have gone over a lot of your cheaper 
labs in Saskatchewan and now you are 
moving into the more expensive areas. 


Senaior Beaubien: What would a drilling 
rig cost? 

Mr. Burton: The rig will vary from $250,- 
000 to $1.5 million. 


Senator Phillips (Rigaud): The cost of the 
rig itself? 

Mr. Irwin: Yes. So you have quite a capital 
outlay. 


Mr. R. E. Sparrow, Director, Canadian 
Association of Oilwell Drilling Contractors: 
The off-shore rig such as we have at the east 
coast may be in the order of $12 million to 
$15 million. 


Senator Isnor: That would be the off-shore 
floating rig. 


Mr. Sparrow: There was an oil drill at 
Sable Island that was about 15,000 feet long 
and that would cost approximately $900,000. 


Mr. Porter: Senator, the rig which is work- 
ing off Nova Scotia now is an off-shore dril- 
ling vessel and that would cost in the neigh- 
bourhood of $12 million to $14 million. One of 
these rigs was built at the Halifax dock yards 
in Halifax. The other rig was brought over 
from Holland because the second rig would 
not be available. 


The Chairman: Mr. Porter, the first infor- 
mation you gave Senator Isnor about the 


money you spent in the Halifax area was 
really... 


Senator Smith: There were recent reports 
that the Halifax company that built it lost a 
great deal of money on it. 


The Chairman: Of course, they are sup- 
posed to be able to look after themselves, you 
know, once they get the job. 


Mr. Porter: They are in a risk business, too 
I gather. ji 


The Chairman: Mr. Burton, can we put this 
in perspective? Under the present depletion 
allowance in Canada, which is 334 per cent of 
the net production income... 


Mr. Burton: No, sir, of taxable income, 
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The Chairman: Taxable income, whichever 
way you wish it. In the United States the 
income base is gross production. 


Mr. Burton: Yes, sir. 


The Chairman: Now, there is the difference 
and a benefit there to the operators in the 
States. 


Mr. Burton: Yes, sir. 


The Chairman: In that regard and yet 
Canada has been able to compete in the 
United States market on its shipments of 
crude oil notwithstanding that difference. 
There may be some compensating factors. 


Mr. Burton: Yes, sir, there are. 


The Chairman: So the whole test is here 
whether the change proposed is such that it 
enlarges the difference to an extent that you 
cannot be competitive. 


Mr. Burton: This is exactly what I am 
saying, sir, yes, sir, quite right. 


The Chairman: Could you just explain that 
a little bit? 


Mr. Porter: Senator Hayden, it is the U.S. 
citizen, I think, as perhaps Mr. Burton point- 
ed out earlier, who has the tax advantage 


whether he operates in Canada or elsewhere 
in the world. 


The Chairman: Yes, but I was not develop- 


ing that part of it. I was looking at the export 
market. 


Mr. Burton: Yes. 


The Chairman: If you are going to compete i 


in the export market you are going to have to 
meet prices. 


Mr. Burton: That is right. 


The Chairman: Well, you are presently 
under some disadvantage and you have been 


able to compete and meet prices and make. 
money. 


Senator Hays: Do we actually compete with 
American oil? 


The Chairman: Well, in a sense. 


, Mr. Burton: Yes. You have different mean- 
ings In the word “compete”. We do ship oil to © 
the States. On every barrel of oil we ship into’ 
the United States, the U.S. government puts | 
ten cents a barrel tariff on it whereas oil we | 
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bring into Canada in the eastern half of the 
country has no tariff. 


The Canadian oil, because of the quotas 
that are put on the United States, is actually 
sold at a slightly cheaper price in the States 
than American oil, which is one reason that a 
lot of the American refineries want to get into 
Canadian oil. 


Senator Hays: What did the discounted 
dollar do to the ten cents? 


Mr. Burton: Well, it reduced the return to 
the Canadian oil operators because—I do not 
know what the exchange is today, 4 per cent 
instead of 8 per cent—so it is the same as 
everything else we sell out of this country 
like wheat and so on. There is therefore going 
to be less money in the purchasers’ pockets. 


The Chairman: We cannot blame the White 
Paper for the floating dollar. 


Mr. Burton: No sir. 

Moving into integration the building indus- 
try is divided approximately 70 per cent are 
closely-held corporations and 30 per cent are 
widely-held corporations. 

Now, we do not of course agree with the 
comment in the White Paper that basically 
closely-held and widely-held corporations do 
not compete and we do not have to give you 
the usual examples because here you have an 
entire industry, which is 70 per cent on the 
one hand and 30 per cent on the other, and 
they do nothing else except drill so they must 
be competitive. 

Consequently we are not in favour of 
having the distinctions between closely-held 
and widely-held because there is complete 
competition. | 


Senator Phillips (Rigaud): Now this is an 
unique opportunity to show the absurdity of 
the distinction. 


' Mr. Burton; That is right. I doubt whether 
there is any other example in Canada like 
this. There may be but I have not thought of 
it. 

Now, we are opposed to integration for the 
reasons which have been stated to you before. 
Speaking as an accountant we have what are 
known as timing differences. This is where 
your depreciation comes in. You use deprecia- 
tion for financial reporting. You use capital 
cost allowances for income tax reporting. 

You have timing differences in mining 
areas where you have pre-production 
expenses which you built in initially. You 
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claim them for taxes at one stage and you 
claim them for financial reporting purposes at 
another stage. 


Because of these various timing differences 
then’ obviously you have problems with the 
creditable tax. In the early years when a 
company has excess depreciation for drilling 
expenses, you will pay no taxes and therefore 
if a dividend is declared you get no creditable 
tax. 


Theoretically down the road there is a 
cross-over point where you find that you are 
still reporting these expenses for financial 
purposes but you no longer have them left for 
taxes then your tax gap goes away up, but by 
that time it is too late to recover the credita- 
ble that that you lost in the last 30 years. 


The Chairman: There is no carry-forward? 


Mr. Burton: There is no carry-forward. 
Then you are bringing in a lot of artificial 
situations such as the two and a half years. I 
am quite sure that most of you gentlemen 
read the report published by the Department 
of Finance on March 19 which shows you 
how they propose to handle creditable tax, 
try to keep it separate and keep a record of 
ih 

They made probably the simplest calcula- 
tion they could make but I say to you that I 
have never seen anything in any corporate 
affairs yet that stays simple. We are living in 
a dynamic world and you get all kinds of 
variances in this and when you add that— 
even that simple statement was hard to 
understand—when you add all the rest of the 
things, it is good for my business but I think 
it will be awful for everybody else. 


The Chairman: Mr. Burton, the fact that 
there is a variance in different applications to 
different operations, that is enough to make 
you look very carefully at the system. 


Mr. Burton: Yes, sir. 


The Chairman: Then No. 2: if the effect of 
the variance is to create, because of incen- 
tives that are given, the effect of reducing the 
tax and therefore reducing the creditable tax, 
the combination of these things must make 
you turn against the integration system. 


Mr. Burton: Well, it does, but of course one 
thing, Senator Hayden, I have not been ee 
sure about, they might have given the ol 
companies a lot more depletions because ee 
take it all away, when they get into the crea- 
itable tax system, SO they could really have 
been quite generous with the corporations. 
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The Chairman: I can tell you that we had 
the Hudson’s Bay people here before us about 
a week ago. I think 1969 was the first year in 
which they were able to take depletion. 


Mr. Burton: That is correct, sir. That is the 
first year they paid taxes. 


The Chairman: Yes. And the first year they 
got depletion because, as I say, depletion is 
based on taxable income. So, while you may 
call depletion an incentive, it is up to you to 
earn it. 


Mr. Burton: Yes, sir. 


The 
subsidy. 


Chairman: It is different from a 


Mr. Burton: Oh, absolutely, and you see 
when people talk about subsidies—I have 
only been out in Calgary for 25 years—and 
after the Carter Report came out they were 
talking about the possibility that subsidies 
were better than tax incentives. 

I spoke to one of my friends who had been 
out there somewhat prior to my time and had 
been very active in the oil business. I said to 
him, it runs in my mind that during the war 
they were trying to find oil in Canada and 
they gave some subsidies. I said, “Do you 
remember anything about it?” and he said 
“Yes, I do. I remember that.” “Well,” I said, 
“what happened to those subsidies?” “Well,” 
he said, “it was very simple. They used the 
money and drilled the wells in places where 
nobody else would ever drill.” 


The Chairman: That was real wildcatting. 


Mr. Burton: Yes, and I think that is what 
can happen so easily with subsidies. Now, Sir, 
you asked me earlier a question and I said I 
would come back to it. It was about foreign- 
ownership taking over. 


Senator Phillips (Rigaud): Mr. Chairman 
may I ask Mr. Burton before we get to that— 
are you therefore concluding that the present 
System of depletion allowances won’t be 
retained without any modification? 


Mr. Burton: No, sir. I think we should have 
a gross depletion system. 


Senator Phillips (Rigaud): 


That goes back 
to the American experience? 


Mr. Burton: Yes, sir. 


The Chairman: 
do not divide 
Unearned? 


When you Say “gross” you 
it up between earned and 
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i] 
) 


| 
Mr. Burton: Well, I am prepared to follow. 
your system and have some of each because I 


think there could be a place for each. | 
1 


Senator Phillips (Rigaud): From _ your) 
experience of the oil companies generally—. 
and there may be some embarrassment on) 
your part and by that I do not mean you \ 
individually, but the drillers generally—to ' 
express an opinion, but what would be your, 
opinion of what the oil companies generally 
would prefer as distinguished from what they | 
now have? 


Mr. Burton: My opinion is that they would) 
all prefer to have the gross depletion basis. 


Senator Burchill: The same as the United) 
States. | | 
| 
| 


Mr. Burton: In effect something along that) 
line. 


Senator Phillips (Rigaud): You have not 
stated that in the brief, have you? | 


Mr. Burton: No, sir, because it was a drill- | 
ers’ brief, but we did say we did not want to 
see the petroleum industry having any reduc- 
tion in their depletion, but it was not up to: 
the drillers to suggest or to speak for the 
petroleum industry as to what the depletion | 
rate should be. | 


Senator Phillips (Rigaud): If you were | 
acting for the oil companies, would you i 
specifically repeat what you think would be a | 
vroper approach? 


Mr. Burton: I would say approximately a 20 | 
per cent gross depletion. i 


Senator Phillips (Rigaud): In respect of 
each and every well? 


Mr. Burton: Each property interest. : | 


The Chairman: Plus the element of earned 
depletion, or would you settle for 20 per cent : 
unearned depletion gross? 


Mr. Burton: Well, I would settle, to be fair, 
sir, for 20 per cent unearned depletion gross, — 
and if you want to make a combination, and I 
have not really thought much about it, so I | 
hate to produce figures, but I suppose it could | 
be a 15 per cent gross and then pick some- | 
thing up on an earned basis in addition. You 
need a fair set of figures, I think, to come up — 
with something like that. , | 

| 

| 
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The Chairman: I think I mentioned earlier 
that the Gulf people suggested a 20 per cent 
gross unearned and one for two earned. 


Mr. Burton: I did not realize they asked for 
both. I thought it was either/or. 


The Chairman: They asked for both, 
because conceivably there may be some com- 
panies that are not in a position at any given 
time to earn much in the way of depletion in 
a particular year, and therefore they could 
have a gross depletion which is not dependent 
on that. But when they are in a position to 
earn it, then at least they are bowing in the 
direction of the White Paper and what it 
proposes to that extent. They are recognizing 
some element of earned depletion. 


Mr. Burton: That makes sense. 


Senator Phillips (Rigaud): What would the 
drillers like best from the point of view of 
getting the most business and still be within a 
reasonable framework? 


Mr. Burton: Well, I think it would be help- 
ful to have the 20 per cent gross for the oil 
industry. I think that would attract even more 
people to Canada than we have now. 


You asked me, senator, this question about 
losing control. Again I think the drilling 
industry is a unique group. In fact at the time 
of the Leduc discovery in 1947, within the 
next year or so after that, almost the entire 
industry—not quite all but almost—was 
owned by United States corporations or citi- 
zens. Between that time and now, as Mr. 
Porter mentioned, it has become practically 
all Canadian owned. 


There is probably more than one reason for 
it, but I think one of the reasons that I have 
seen in my own experience over the years is 
that in 1948, when our Government intro- 
duced the new rates of capital cost allowance 
and, in effect, doubled the old rates—in other 
words, if you had a 10 per cent basis previ- 
ously, and they made it 20 per cent, or 5 and 


they made it 10—and this was done at that 


time—and I know some of you gentlemen 


remember it a lot better than I do—to try to 
help people to finance, because you could 
then get a mortgage or whatever kind of 


; 


security you could arrange, and ‘through this 

depreciation that you got you were able to 

pay the capital back more quickly. 
Interestingly enough, of course, the United 


States followed this move. I cannot remember 


whether it was in 1954 or 1956, but I think it 
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was in 1954, which would be about six years 
after we did it. 


I think this is a typical example of where 
tax incentive has worked extremely well here 
in Canada. the United States depreciation 
rates on drilling rigs is less than that in 
Canada. Also the United States is somewhat 
more stringent in regard to the type of 
repairs that you can put on a rig vis-a-vis 
repairs for capital. 

I have had some experiences of United 
States drillers who moved rigs to Canada, and 
they suddenly found they were paying no tax 
in Canada because of the quick depreciation 
rates, but there were still paying tax in the 
United States, and they were somewhat 
astounded. 


Therefore, I am pretty well convinced in my 
own mind that this had a considerable amount 
to do with the fact that the Americans did 
not want to operate rigs up here on what I 
call a “branch office” basis, and, to some 
extent, operating within tthe framework of a 
Canadian company was not that attractive to 
them because when they had more problems 
with getting the profits out of the Canadian 
company back into the United States, and 
they could no longer consolidate their opera- 
tions for United States tax purposes. 


Consequently, I say to you that here is an 
excellent example of what a tax incentive 
will do, and where Parliament is saying that, 
“We want Canadians to own Canadian busi- 
nesses” it has been done by the people in this 
industry. 


The Chairman: Mr. Porter, who is going to 
speak on capital gains? 


Senator Hays: May I ask question first? 
Mr. Chairman? 


The Chairman: Yes, certainly. 


Senator Hays: What is the write-off on a 
drilling rig? 


The Chairman: In Canada? 


Senator Hays: And what is its life 


expectancy? 


Mr. Burton: In Canada 30 per cent, reduc- 
ing balance basis. On life expectancy, I think 
one of these gentlemen should answer that. I 
think it largely depends on how you look 
after it. 

Mr. Sparrow: That is very true, senator. A 


i ig— have men- 
highly mobile, small rig and we 
tioned here a shallow rig of 1,500 feet—that is 
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not maintained too well, could have a life 
expectancy, if it were busy, of something 1n 
the order of magnitude of three, four or 
maybe five years. 


Mr. Burton: One of these large heavy rigs 
costing in the neighborhood of $500,000, and 
well maintained by a very good operator— 
and remember that we have 43 contractors— 
could have a life expectancy of around ten 
years. At that point we have obsolescence, 
and we have such major repairs that it is no 
longer possible to obtain the parts. 


Senator Phillips (Rigaud): But in the mat- 
ters relating to capital cost allowance in the 
White Paper there is nothing that affects the 
drilling companies as such. 


Mr. Burton: No, there is nothing specific, 
apart from that general hint that they might 
take a look at the industry later on. I was 
saying here that we want this to stay the way 
it is because this has helped Canadians own 
the business. 


The Chairman: Who is going to speak on 
the capital gains tax, although that area has 
really been shaken back and forth. 


Mr. Porter: I am sure it has, and I will state 
on behalf of the association that we make the 
same statement that we made in 1967. We are 
Opposed to a capital gains tax. 


Mr. Burton: I think we might add a little 
bit to that, sir. There is one area here in that 
while these gentlemen operate essentially in 
Canada situations do arise where they send 
rigs to places such as Mexico, Australia, 
Alaska, and so on. Perhaps they do not send 
their own rigs, but buy a new rig and have it 
shipped there, but they do send personnel. We 
find that we have to move skilled personnel 
out of Canada for some period of time, and 
we do not know whether it is to be a year or 
five years, and we have to say to them: “All 
right, you have got to sell your house, and 
pay a tax on the realized gain, and that 
applies to anything you own.” If you are leav- 
ing the country this very seriously hampers 
you. 


The Chairman: Perhaps we should follow 
what Senator Phillips said earlier, and ask 
you to enumerate the types of things on 
which the capital gains tax might apply. You 
mentioned securities and businesses, 


senator, 
and what was the other one? 


Senator Phillips (Rigaud): Real estate. 
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The Chairman: Yes, real estate. If it applied. 
in those three categories then the problem | 


would not arise. 


Mr. Burton: The problem would be much) 
easier. I am merely speaking of what the» 
White Paper says. 


Senator Beaubien: Could you not in some 
way exempt the people from capital gains tax | 
if they are leaving the country for a year or | 
two? They are remaining Canadians, and they | 
are leaving to do a job. 
| 


The Chairman: Of course, we do not have | 
any capital gains tax in this instance now. If | 
we define a capital gain in such terms as | 
Senator Phillips has been discussing, the 
problem would not apply to the man who was | 


selling his home. 


Senator Beaubien: But what if he had. 


stocks? 


The Chairman: Well, of course, he might 
take some precautions to avoid the impact of | 
that. He could do that if he moved early 
enough. He may have his stocks in such a 
position of ownership that the problem might | 
not arise. However, we are not dispensing | 
advice here. 


Mr. Burton: May I add one other thing? 


The Chairman: Yes. | 


Mr. Burton: As I mentioned before, 70 per 
cent of the drilling companies are closely-held | 
corporations. You cannot really carve up the 4 
ownership of a drilling company. Under the | 
White Paper proposals in respect to capital | 
gains together with estate taxes, if one of. 
these gentlemen had to sell their company | 
because of death or any other reason, there is | 
no way by which they could sell the part of | 
the company owned by a minority sharehold- | 
er. It could be done legally, of course, but i 
from a practical standpoint nobody is going to 
buy a minority interest. By the same token 
you are not going to stay in with it. So the | 
effect of the capital gains tax on some of | 
these people who start off with one drilling ly 
rig and gradually build up to 10 or 12, becom- | 
ing a substantial company over their lifetime, : 


would be prohibitive. 


I 


Senator Phillips (Rigaud): In the face of 
capital gains and estate taxes you simply 
cannot afford to die. 


Mr. Burton: You are absolutely right, sir. 


| 
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Senator Phillips (Rigaud): You have pro- 
vided for longevity, which is the only credit 
you obtain from the White Paper. 


Mr. Burton: You have found the solution, 
sir. 


The Chairman: He has found the solution, 
but not the way to do it. 


Mr. Porter: The White Paper does not com- 
ment on that. 


Senator Phillips (Rigaud): We are getting a 
real bonus from the Minister of Finance. 


The Chairman: Are there other features in 
connection with your operation which you 
would like to discuss? 


Mr. Porter: There are. I will put this under 
the general heading of uncertainty. Mr. 
Breton very kindly distributed some material. 
I will ask Mr. Sparrow to comment on the 
figures contained in the material headed 
Western Canadian Drilling Activity. 


I would like to speak on this general topic 

of uncertainty and how it has affected our 
industry, as demonstrated by some of those 
figures. 
Yesterday afternoon you heard Mr. Van 
Renssalear of Bow Valley Industries refer to 
the fact that his company had been unsuc- 
cessful in attracting U.S. dollars to the coun- 
try for drilling ventures since some time late 
last year. Investment uncertainty developed 
by the White Paper has had a debilitating 
effect on our industry. 

There are other uncertainties created by 
the action or inaction of Government. I refer 
to lack of successful development of oil and 
gas markets in the United States. 

The third point relates to certain speeches 
delivered by senior members of the Govern- 


ment with reference to foreign investment. 


We are given to understand that there will be 
regulations governing the type of foreign 
investment that may be available. 

The combination of these factors has had a 


very serious effect on Canadian industry and 
Canadian employees who, in turn, buy a sub- 
stantial volume of Canadian goods. Le aust 
does not make sense to us to have a resource 


that is in demand and in complete contradic- 


tion to this our Government acting in a 


manner which makes our operation complete- 


ly unsuccessful. 


Senator Hays: How many wells were spud- 
ded in this year compared with last year? 
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Mr. Porter: In the first five months of this 
year? 


Senator Hays: Yes, compared with the first 
five months of last year? 


Mr. Porter: We interpret that figure in 
another way, Senator Hays. I will answer 
your question briefly this way: the number of 
wells drilled in the first five months is down 
in about the order of 14 per cent for the first 
five months of 1970 as compared with the 
same period of 1969. 

The footage is only down about 8 per cent, 
because the holes being drilled are deeper 
wells in the foothills. However, those are not 
the true yardsticks of our economic activity. 
The real figures are our income days, how 
many days we work. 


Senator Hays: I was interested in the com- 
parison between the number of wells drilled 
in the two periods. 


Mr. Porter: The number is down by about 
15 per cent. In real volume we could interpret 
that to mean something in the order of down 
150 wells. 


Senator Hays: That is from the first five 
months of last year? 


Mr. Porter: Yes sir. 
Senator Hays: Or a year ago. 
Mr. Porter: Yes, sir. 


Senator Carter: Is that in anticipation of 
the White Paper? 


Mr. Porter: I cannot say all of if@is+ to7pe 
truthful. I would say the White Paper, the 
lack of development of markets, the apparent 
restrictions that are forthcoming and state- 
ments by certain members of the Cabinet on 
foreign investments have all had an adverse 
effect on our industry. 


Senator Carter: Do you know what the 
comparable figure is in the United States for 
the first five months of 1969 and 1970? 


Mr. Porter: I do not know frankly. Bob, do 
you have any figures on that? 


Mr. Sparrow: The only thing is, I know 


they did suffer some depression during the 
winter months as far as the number of rigs 
running related to the number of holes 
drilled. They did hit a low spot, but it has 
subsequently recovered to what it was this 
time last year, particularly when that is relat- 
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ed to our top figure here, which shows 88 rigs 
running this year versus 140 running a year 


ago. 


The Chairman: Mr. Sparrow, you were 
going to refer to the western Canada drilling 


activity. 


Mr. Sparrow: Yes, sir, if | may. If you refer 
to the western Canada drilling activity sheet, 
I think the figures are more or less self- 
explanatory. We point out how we are doing 
this year compared with a year ago, with the 
net change in the number of rigs operated in 
percentage off 37 per cent this year over this 
time last year. As Mr. Porter said, how we 
relate our actual revenue days for the record- 
ing system is that the figures are compiled by 
a computer by our association from all our 
contractors. We actually show the rig operat- 
ing days, and you can see that for the twelve 
months ended April 30, 1970, compared with 
similar figures last year, we had a 14% per 
cent reduction. In the first five months of this 
year versus the same period last year we are 
off 214 per cent. However, we are going off 
very fast with June, and our forecast for the 
balance of the year based on what we can see 
from industry surveys for exploration and 
development drilling plants would indicate 
that if things are not settled soon we will be 
looking at something of the order of a 35 per 
cent drop over last year. Last year was a 
more or less typical year. Our business by 
nature tends to be cyclical, both from year 
and season standpoint, although in the last 
possibly four or five years it has levelled off 
at a reasonable level of activity, up until the 
past year. 


The Chairman: Would the explanation be 
that the search for oil is moving further 
north, or that there is a very substantial 
factor of delay or deferment by reason of the 
White Paper proposals? 


Mr. Sparrow: We seem to see delay and 
deferment rather than the other. Tight money 
we certainly recognize has had an effect too. 
However, very many of the people we talk 
to—particularly from the  south—have 
indicated that they are delaying and defer- 
ring, and possibly cancelling plans they might 
otherwise have had for drilling this year. 


The Chairman: It is not necessary, would 
you say, to push further north; there are still 


areas for exploration for oi] closer 


ia hashiis to existing 


Mr. Sparrow: That is correct, sir. 
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The Chairman: And in the ordinary way you — 


might find some expansion in that direction? 


Mr. Sparrow: Yes. I could refer you to a - 


map which we have in our submission, fol- 


lowing page VIII-12, which shows the distri- | 
bution of wells drilled in 1968 and 1969. Fur- | 
ther to that we have passed out a large map | 


which shows the distribution of drilling rigs 


throughout the Prairie Provinces, the North- | 


west Territories and the Yukon. 


The Chairman: Does that cover all of the : 


points, Mr. Porter? 


Senator Hays: Do you have any figures on | 


the total number of wells which have been 
drilled in western Canada, say up until the 
end of 1969. There used to be a projection as 
to how many wells would be drilled in the 
future. Are those figures available? 


Mr. Sparrow: Yes, 
available. 


those figures 


Senator Hays: You do not have them? 


Mr. Porter: The historical figures are avail- 
able, but we do not get any forecasts from the 


oil companies. It is made available to the | 


aré | 


association or the individual contractors who | 
say that they are going to drill 25 wells the | 


next year with five in this location and 10 in 
this one. We can speculate. It is the size of the 
budget as to where they are going to get the 
highest rate of return and what success they 
will have. 


Senator Hays: And how much money they | 


have. 


Mr. Porter: And how much money they 
have. 
Mr. Burton: We 


treatment they are suggesting of good will 
because we think the retroactive feature is a 
penalty and I think it is absolutely wrong. 


The Chairman: Thank you, Mr. Porter. 


The Chairman: Gentlemen, we move on to 


one more brief. The people who are going to 
submit this brief have been very patient and I | 
think we should be patient in hearing them. | 
We have now the National Association of | 
Tobacco and Confectionery Distributors. Mr. 
E. J. Hartnett is the Chairman of the associa- | 


tion and will make the opening statements 
and present his panel. 


are opposed to the. 


) 
! 


} 
, 
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Mr. E. J. Hartnett, Chairman, National 
Association of Tobacco and Confectionery 
Distributors: Thank you, Mr. Chairman and 
honourable senators. My name is Hartnett. I 
am the Chairman of the Legislation Commit- 
tee of the National Association of Wholesale 
Tobacco Distributors. I would like to 
introduce Mr. Paul Kaiser, the Chartered 
Accountant, who has done a considerable 
amount of research and study in the tobacco 
distributing industry and Mr. John Cunning- 


ham, the Assistant Executive Secretary of our 


association. Our association emphasizes small 
and large wholesale houses across Canada 


from Victoria to Halifax. 


Senator Phillips (Rigaud): There is no dis- 


tribution of confections in order to get an 


idea of the nature of your business? 
The Chairman: There are no samples today. 


Senator Beaubien: We are being short- 
changed, Mr. Chairman. 


Mr. Hartnett: However, we do represent 


_ the distributors and the majority of the mem- 


i 


bers of our association are small business 
people. Having listened to the brief we had 


_ before today I realize that we do not have all 
the problems. We are indeed happy to be 
invited. In presenting our brief some months 
‘ago, we endeavoured to make it short and to 
the point. 


Mr. Kaiser has reviewed it and has a 
synopsis of the brief and will carry on from 


that point. We will be glad to answer any 
questions that may come up. 


Our brief represents two proposals. I may 
say that I: am grass roots distributor—I 
emphasize “grass” and “roots”—having been 


in the business for a number of years. I have 
been associated with the jobbers and distribu- 
tors across Canada. We represent about a bil- 


~ 


lion dollars in sales and many millions in 
equipment and accounts receivable and 


inventory. We have had the good fortune to 


talk to the minister on occasions about our 


_ problems, and we appreciate that. 


I am going to ask Mr. Kaiser to carry on. 


Senator Burchill: Is your association con- 
fined to Montreal? 


Mr. Hartnett: No, it is across the country, 


f Sir. 


Senator Burchill: Outside the Province of 


Quebec? 
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Mr. Hartnett: In all the nine provinces from 
Victoria to Halifax. 


Senator Burchill: Good. 


Senator Phillips (Rigaud): Mr. Chairman, 
before Mr. Kaiser starts, I find the brief 
extremely interesting because it covers two 
points to which we have been giving close 
attention. One is the treatment of small busi- 
nesses. We will be getting around quickly to 
page 5 there, an alternative is given to the 
treatment of the lower bracket companies and 
incidentally there is defined in this “compa- 
nies with a profit of less than $100,000”. I am 
simply drawing the chairman’s attention to 
that. 


I beg to assure the gentlemen here that this 
Senate committee is more concerned about 
small businesses than we have been about big 
businesses. I am sure the chairman will want 
me to say this, that we have been very anx- 
ious and sensitive to the problems of small 
businesses. 

The second point to which I should like to 
draw the attention of honourable colleagues is 
a very interesting suggestion, that the whole 
problem of surpluses can be dealt with at the 
end of every five years, by distribution, 
redeemed distribution, except that there has 
been a partial suggestion that this is be done 
by the application of section 105, upon pay- 
ment of 15 per cent, rather than in the 
manner that Mr. Kaiser is coming to. 


So I would like to express the view that we 
are dealing with two very interesting and 
constructive suggestions. 


The Chairman: Before Mr. Kaiser gets 
going, we have been examining practically 
everybody who has come before us to give 
some expression of viewpoint on small busi- 
ness, because from the very beginning we felt 
that small businesses should be taken care of 
separately and should not lose the status 
which it presently has. 

It finally resolved itself into, how do you 
define a small business. We were told that, 
while net profit would appear to be the best 
way. Then it arrived, how much net profit? 
We had a range that went anywhere from 
$50,000 to $100,000 of net profit, the idea 
being that a small business would be such a 
company and it would be entitled to 21 per 
cent on the first $35,000. The reason for this 
of course is that a small business is not 
attractive to the capital investment market. 
Therefore you have to find your capital out of 


retained earnings. 
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Representatives of the Toronto Stock 
Exchange appeared before us and we discov- 
ered in talking to them that a company which 
has net profits of at least $100,000 could, if it 
met other requirements, be listed on the 
Toronto Stock Exchange. So the reaction that 
seemed to come from that, as far as we were 
concerned, was that we could not very well 
set the figure of net profit at $100,000 on the 
basis that the market is not available, because 
if you presented the right kind of material, 
presumably you could list, and if you could 
list, presumably somebody might take on the 
distribution. 

Now, supposing we wanted to define small 
business by reference to net profit at $75,000 
or at $80,000 or some figure under $100,000, 
what would be a reasonable definition of a 
small business as far as you are concerned? 


Senator Isnor: You are speaking now of net 
profit. 


The Chairman: Net profit before taxes, yes. 


Mr. Hartneti: I think perhaps Mr. Kaiser 
has an answer to that in his submission. 


The Chairman: All right. 


Mr. P. Kaiser, Consultant, National Associ- 
ation of Tobacco and Confectionery Distribu- 
tors: I hope you have all received two photo- 
stated sheets that have been distributed. They 
were prepared in anticipation of this question 
as to how a small business could be defined. 
I had directed my opening remarks to 
answering just that question, and I would 
like to take a brief moment to review the 
opening statement which, preliminary to 
reviewing the brief, covers or deals with this 
question of what is a small business. 

To date, a small business has been one 
whose earnings have been less than $35,000. 
Over the years, the Government has recog- 
nized the need for extending this tax umbrel- 
la from $10,000 in 1949 to $20,000 in 1953 to 
$25,000 in 1958 and finally to $35,000 in 1962 
Smallness, therefore, was measured only in 
relationship to earnings and without refer- 
ence to net worth, to the Capital requirements 
for growth, to the risk factor, to the number 
of shareholders, to the financial strength of 
the business to raise funds needed for its 


growth. 
The Chairman: 


Mr. Kaiser: 
It was just rest 


Nor to the volume of sales? 


saree the volume of sales, 
ricted that on the first 35,000 a 
company was to get a preferential tax rate 
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and this was even extended to the companies 
who were making many millions of dollars. 
This, perhaps, is the inequity of the law. A 
company—and I do not want to single out any 
one specific company—making millions of 
dollars of profits would still benefit from this 


lower tax rate on the first $35,000. Now our | 


brief, as you will see shortly, suggests a for- 
mula for reducing this $35,000 umbrella at 
the rate of $500 for every $2,000 that earn- 
ings exceed $100,000 as a point at which to 
start considering the matter. I felt that per- 
haps other people would see it differently; the 


Minister of Finance specifically might be | 


inclined to cut that figure. But these were all 
considerations in defining a small business. 


The Chairman: Just a minute, now. If you 
take 100,000 and you reduce that by $500... 


Mr. Kaiser: $500 for each $1,000. When a 
business earns $170,000, which is twice the 
35,000 over the $100,000, it would lose entire- 
ly insofar as that $35,000 unbrella was 
concerned. 


The Chairman: Your ideas then reach a 


higher figure than ours, and would bring you | 


to a higher position than was envisaged by 


the Minister of Finance when he introduced | 


this concept. 
Mr. Kaiser: Yes. 


The Chairman: His idea was that the thing 


would iron out to a regular corporate rate at 
$105,000. 


Mr. Kaiser: Yes. 


Senator Carter: Are you stating then that | 
when a business reaches that net income, 


$175,000, that they would then have access to 
financing in the markets? 


Mr. Kaiser: No, this was not taken with 
any particular reference to market financing, 


and if I may add, the $105,000 market that 


the Minister envisaged was for the purpose of 
accelerating the elimination of the $35,000 
umbrella over the five years. My understand- 
ing of the White Paper was that the $35,000 
would be eliminated at the rate of $7,000 a 
year. The $105,000 is only with reference to 
the phasing out. Once the five years have 


Saeed all businesses will be taxed at 50 per 
cent. ¥f 


The Chairman: That is right, but what we 
are interested in is getting your view, not on 
the phasing out but on the continuance of this 
rate for small business of 2] per cent on 


Banking, Trade and Commerce 


$35,000. We are not asking you to give us any 
termination date for it. Just tell us, with this 
concept that small business serves such a pur- 
pose and has problems of its own as to capi- 
tal, that it should enjoy a special rate to 
enable it to retain earnings as its capital. We 
are not looking at any termination date. We 
just want to know what kind of definition of 
“small business’ you would give us. I have 
told you what we are thinking. 


Mr. Kaiser: The definition contained in our 
brief was that up to $100,000 net earnings per 
year the full $35,000 tax umbrella be left 
intact; that the business enjoy the lower rate 
of tax on that first $35,000. 


The Chairman: And as to the balance, pay 
the regular corporate rate, or would there be 
a phasing? 


Mr. Kaiser: No, earnings in excess of 
$35,000 would be taxed at the present corpo- 
ration rate. Once earnings exceeded $100,000 
that $35,000 umbrella or tax shelter would be 
reduced at the rate of $500 for each $1,000 the 
company earned over $100,000, so that once 
the company’s earnings hit $170,000 per 
annum the $35,000 tax shelter would have 
been completely eliminated. 


Senator Phillips (Rigaud): You are intro- 
ducing a medium-small company between 
$100,000 and $175,000? 


Mr. Kaiser: Yes. 


Senator Beaubien: So by your formula a 
company earning $100,000 would pay $7,350 
on the $35,000, and it would pay 50 per cent 


on the other. $75,000, is that what you mean? 


| 


Mr. Kaiser: Yes. And I might just add, by 
way of rates, if you integrate the Ontario rate 
or the Quebec rate with the federal rate and 
consider the 3 per cent temporary surtax, the 
effective rate on the first $35,000 is now 
234 per cent. 


Senator Phillips (Rigaud): I think we have 
that. I think your formula is clear. I would 


_ like to get your further thinking on the ques- 


tion of distribution of dividends at the end of 
every five years. 


Mr. Kaiser: Right. Might I, with your kind 
permission, just finish my introductory state- 


' ment on small companies, and then go back? 


Senator Phillips (Rigaud): Yes. I thought 
you were through; I am sorry. 
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Mr. Kaiser: No. I am sorry. 


I say that smallness should not be defined 
in absolute terms. A business is not small 
while earning $35,000 and then big, or at least 
middle-sized, because it just exceeded the 
$35,000 mark. There are degrees of smallness, 
degrees to which a business should be assist- 
ed, and, as we shall see shortly, we have 
suggested a formula for taxation in our brief 
which would give a business a tax deferment 
in accordance with the degrees of its small- 
ness. It is difficult to integrate such factors as 
“risk” into a specific tax formula. It is suffi- 
cient to recognize varying degrees of risk in 
smaller enterprises and to realize that some 
concessions are in order. 

It is easier to measure the proportion of 
profits that have not yet been liquidified, in 
that they are still outstanding in the form of 
accounts receivable, or have been re-invested 
in the larger inventories required by the 
growing business, or have been re-invested in 
equipment. Businesses whose shares do not 
trade on a stock exchange and who have only 
limited resources are less able to raise the 
capital for growth than their larger public 
counterparts. They are also far less able to 
survive hard times. 


The Chairman: Mr. Kaiser, we concede all 
that. 


Mr. Kaiser: Then, on the basic premise that 
all large businesses once started small, we 
will go on to the formula. 


Senator Phillips (Rigaud): Let me get to 
that formula. I think honourable senators 
understand it. We have read your brief, and 
it is extremely interesting. Is not the effect of 
that formula one of penalizing the success of 
small business. If a small business succeeds in 
increasing its profit from $100,000 to $170,000 
you are deliberately taking away the benefit 
it had as a small business with respect to 
profits after the first $35,000. 


Mr. Kaiser: Well, I think what we had in 
mind here is that once a business reaches the 
$170,000 plateau, it is able to pay its way a 
little better, and the concessions that it needs 
from the Canadian taxpayer are less 
pronounced. 


Senator Phillips (Rigaud): But you seem to 
be placing a premium upon ineptitude by 
saying that if you do not go above $100,000 
you will get the benefit, whereas if you 
improve your profits in excess of $100,000... 
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The Chairman: You have got to be either a 
small business or not a small business. If 
you are not a small business then the regular 
corporate rate applies. Therefore, what we 
have to do is to define a small business. The 
concept that we had for some time is a net 
profit of $100,000. If you have profits up to 
that amount then you could be classified as a 
small business, and you have the 25 per cent 
tax rate on the first $35,000, but other earn- 
ings would be subject to the full corporate 
rate. But, you realize, do you not, that getting 
the 25 per cent tax rate on the first $35,000 
means that you have extra retained earnings 
of over $10,000 a year, which is a valuable 
contribution to small business. 


Mr. Kaiser: Yes. 


The Chairman: But at some stage their 
earnings will move them out of that. What 
you are suggesting is that some element of 
the 25 per cent on the first $35,000 will finally 
be exhausted when the net profits reach 
$170,000. I understand it. I am not expressing 
a view one way or the other, but in the light 
of other evidence we have had here it would 
appear that you might have some difficulty in 
supporting the statement that a business that 
has net profits of $175,000 a year should be 
classified as a small business. 


Mr. Kaiser: Well, Mr. Chairman, once it 
reaches that mark of $170,000 it may be 
enjoying maybe $1,000 of taxable income at 
the lower rate. Let us say it is $168,000; it 
ay be only enjoying $1,000 at the lower 
rate... 


The Chairman: But what I am asking you 
is: If there is an incentive given to small 
business by means cf a lower corporate rate, 
then when small business gets beyond the 
stage of a definition that we might settle on 
why should it any longer get the incentive? 


Mr. Kaiser: It should not. 


. The Chairman: No. When we are told that 
it is possible to finance and get capital for 
businesses that are earning in excess of $100,- 
000, then it would appear that the area = 
somewhere up to $100,000 of net profit. What 
you have said in your memorandum is that to 
date a small business is one whose earnings 
have been less than $35,000 over the years. I 
do not quite understand that. Do you mean 
that the people who are members of your 


association have earnings of 
(8) ’ 
$35,000 a year? paps 


~dapad 
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Mr. Kaiser: No. If I might just explain this, 
what I am citing here is the law as it present- 
ly exists. Up to date a lower rate has been 
conceded on the first $35,000 of annual earn- 
ings of all businesses... 


The Chairman: Of every company. 
Mr. Kaiser; Yes, of every company. 


The Chairman: And now the White Paper 
takes it away from all the companies. 


Mr. Kaiser: Yes. 
Senator Beaubien: In five years. 


The Chairman: Yes. If the small business is 
entitled to special consideration, where should 
it stop? 


Mr. J. L. Cunningham, Assistant Director, 
Wational Association of Tobacco and Confec- 
tionery Distributors: It is a fact that a small 
business does not become a large business 
overnight. When it is making $36,000 it is not 
a large business but still relatively small. 

The brief suggests that as it becomes large, — 
which is a transitional period, the tax 
umbrella be reduced over a certain period of 
time, giving it a five year period in which to 
have fallen into the definition of a truly large 
business. 


The Chairman: But where is the place that 
the phasing out should be reflected? It would 
appear to be a hardship to give you 21 per 
cent on $35,000 and at $35,001 have you pay 
the full corporate rate. 

Some calculation would have to be made as 
to the difference between the 21 per cent rate 
and the corporate rate and how far along the 
line you go before the area in which you 
operate falls within the definition of a big 
business. 

Therefore, if $100,000 is the definition of a 
small business, the area should be between 
$35,000 and $100,000. 


Senator Beaubien: How would it be if the 
formula at the bottom of page 5 were started 


at $500 for each $1,000 that the company 
€arned over $65,000. 


The Chairman: Over $35,000. 


Senator Beaubien: That would phase out 
very quickly. 


The Chairman: The formula could phase it 
out at $100,000. 
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Mr. Kaiser: It would have to start at 
$30,000, because $1,000 is double the $ 500. 

In other words, you lose $500 of tax 
umbrella for every $1,000 of earnings. There- 
fore, to take a business by your definition 
earning $30,000 it would receive the full 
umbrella. By the time it reached $100,000, 
which is $70,000 more, the mathematics would 
have to be recomputed. 


Senator Phillips (Rigaud): But you are 
retaining the chairman’s suggestion of dealing 
with the subject matter of $35,000 to 
$100,000? 


Senator Prowse: Why sould the company 
not go into a partnership position and be 
subject only to taxation on whatever level 
they earn? 


The Chairman: Whether or not that would 
be an advantage would depend on their mar- 
ginal rate. 


Senator Phillips (Rigaud): Everyone has the 
right to form a partnership. 


The Chairman: They do not need permis- 
sion. However, the people forming the part- 
nership may have a marginal rate of more 
than 21 per cent. Therefore I have suggested 
that maybe they should be given the option, 
even though they are a partnership, to pay 


the 21 per cent, which is also the corporate 
rate. That would be even-handed justice. 


Senator Beaubien: Do you mean to say that 


lawyers can do that? 


4 


| 


The Chairman: Do you mean even-handed 
justice? 


Senator Beaubien: Yes. 
The Chairman: Judges do. 


Senator Phillips (Rigaud): It is a refine- 
ment. I would like to go to the second point. 


The Chairman: I do not want to cut you off, 
but we think we have a pretty full under- 


'standing of this problem. We understand 
what you are proposing, but we feel we have 


to compress it within limits of whatever the 
definition is that we settle. 


Mr. Kaiser: May I just add this one 
thought. Recognizing what the gentlemen 
from the Toronto Stock Exchange told you, I 
would venture to say that of the companies 
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listed on that exchange only a very small 
percentage have earnings of less than $250,- 
000 per year. They may be listed with $100,- 
000 but I venture to guess there are not too 
many. 


Senator Beaubien: No, there are few. 


Senator Hays: Of course, you are speaking 
of customers as well. They were dealing with 
clientele, customers as well as the companies 
they represented. 


Senator Phillips (Rigaud): The second point 
in the brief is dealt with on page 6, at the 
top, where you say:- 

The second phase would be to require the 
payment of a dividend within 5 years 
after the end of the corporation’s tax 
year. 


I am interested in that aspect, not particularly 
in relationship to the small company, but the 
whole conception, that, as we discussed, 
through the abandonment of integration and 
the 24 year business, deemed-to-be capital 
gains and so on, one way to get that revenue 
to the Crown and one way to avoid abuses of 
the accumulation of excess capital is the capi- 
talization of surplus in holdi«g companies at 
the end of every five years. 


The Chairman: I would think that the 
provisions in the income tax law now, under 
which they can take out the surplus at 15 per 
cent, or some figure of that kind, would be 
attractive to you, would it not? 


Mr. Kaiser: Yes. 


The Chairman: And more attractive than 
what you are proposing. 


Senator Phillips (Rigaud): And make it 
mandatory for all corporations, other than 
operating companies. 

Mr. Kaiser: May I comment on that? I 
believe the 15 per cent is only a transitional 
provision, again to get existing surplus out of 
companies. 


The Chairman: Where do you think your 
retained earnings would appear in the bal- 
ance sheet? Would they not appear as 
surplus? 


Mr. Kaiser: Yes, they would, but under the 
proposals of the White Paper they would 
have to be paid out within 24 years. 


37:76 


The Chairman: We did not state the 
assumptions we are making. We are making 
assumptions that there is not a 24-year limi- 
tation, that there is not integration, that there 
is not a five-year revaluation, that there Is 
not any difference between closely held and 
widely held companies. If you are going to 
deal with small business separately, you are 
lifting it out of that context; you are putting 
it in a category of its own, so that it is not 
subjec to any of these other provisions. That 
is the basis on which we are discussing it. 


Mr. Kaiser: I think I understand. 


The Chairman: Therefore, if you could take 
surplus out at 15 per cent, it would be a good 
deal. 


Mr. Kaiser: Yes. 


Senator Phillips (Rigaud): What we are 
saying through the chairman is this. There is 
something to the point that if small business 
is given special treatment and the benefit of 
21 per cent on $35,000 is taken away from all 
other corporations, maybe there ought to be 
an offsetting factor because of the privilege 
given at the end of five years and assuming 
the 15 per cent rate available under section 
105 that you pay a 15 per cent rate and 
capitalize your surplus. 


The Chairman: We do not have to take it 
out. You pay the 15 per cent and capitalize. 
Whenever you take it out you can put it in 
preferred stock and redeem it any time that 


you want the money and not pay any more 
tax. 


Mr. Kaiser: There is a provision in section 
105 at the present time. This would be a 
liberalization of that provision. 


Senator Phillips (Rigaud): This would 
eliminate any criticism that we are too indul- 
gent to small businesses in respect to profits 
over $100,000. Every five years you capitalize 
on your undistributed earned income. The 
corporation pays 15 per cent and you are 


sitting pretty with a Capital asset of 85 per 
cent of that surplus, 


The Chairman: That is the price they pa 
for the incentive. That is, you would have - 
go through the process of paying 15 per cent 
tax on your Surplus about every five years 
Do you not think that would be a good plan? | 
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Mr. Kaiser: It is not something envisioned 
in our brief, but something that sounds like a 


very good plan. 


The Chairman: On the assumption you are 
lifted out of all the provisions of the — 


integration. 


Mr. Kaiser: And it would be something 
which would be mandatory and you would 
have to pay the 15 per cent tax. 


The Chairman: You would have to pay the 
15 per cent tax every five years, but not the 
money. You would capitalize it in the compa- 
ny in preferred stock and then you could 
redeem that any time you wanted the © 
money. 


Mr. Kaiser: Fine, or loan it out and put it | 
back. 


The Chairman: That is right. 


Senator Phillips (Rigaud): You have five — 
years before the mandatory capitalization is — 
there, so you are not taken off guard with | 
your creditors and bankers. | 


The Chairman: That sounds like a good | 
proposition. Is there anything else? I think we © 
have covered the two points in your brief. 


Mr. Kaiser: There is one important point 
which I would like to mention and that is in | 
respect to conventions. The NATCD holds a | 
number of conventions in which the members | 
have an opportunity to discuss their mutual | 
problems. They very often bring in speakers, 
including university professors, in order to 
educate the members. We believe that Mr. 
Benson or the general terms of reference in 
the White Paper would eliminate the deducti- 
bility of these conventions. 


Mr. Chairman: Mr. Kaiser, what I would | 
say to you is that the Income Tax Act at the | 
present time in section 12 permits the deduc- | 
tions as an expense of money reasonably laid | 
out for the purpose of earning income. We | 
think all the administrative power to check 
on the validity of expense is there and they 


do not need anything more. I think that is a | 
fair statement. ; 


Mr. Cunningham: We were going to make a | 
suggestion, because there are abuses in this — 
} 


. 
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ar eT 
business of tax deductibility. I realize the The Chairman: Is there anything else you 
point. would like to add? 
Thank you very much. You have given us 
The Chairman: If there are abuses the 
machinery for checking them is right in the S°™© help. We feel more confident ee a 
Ne own concept of small business an ow i 
ac : 


should be dealt with. 
Senator Haig: And it is being used. The committee adjourned. 
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SUMMARY OF THE MAIN POINTS OF A SUBMISSION BY THE 
TRUST COMPANIES ASSOCIATION OF CANADA ON THE 
PROPOSALS OF THE WHITE PAPER ON TAXATION 


Owing to restrictions of space this summary touches only upon 
the central opinions and recommendations of the Association 
as reflected in its submission. Some recommendations and many 


details are not covered. 


Relevant 

Paragraph(s) 

of the 

Submission PART I OF THE SUBMISSION - GENERAL COMMENTS: 

OL Association membership consists of 2/7 Trust Companies and 7 
Mortgage Loan Companies. 

1.03 Changes in Taxation should be co-ordinated with the provinces 
before enactment. 

1.06 Proposals for substantially increased tax revenues might well 
have been accompanied by some indication of the use to which 
they would be put. 

1.07 The effect of current tax philosophy in reducing savings and 
dissipating pools of capital is disturbing. 

1.08 Canada needs vitality and enterprise. She will not get it 
with a further diversion of capital into government revenue. 

1.09 A Capital Gains Tax is economically undesirable at the present 
stage of Canada's development. 

1.10 Proposals for integration of personal and corporate income are 
controversial, complex and of uncertain effect: they should 
be re-examined. 

ue The effect of some proposals could well be to impede the inflow 
of foreign capital. 

L.4Z The White Paper would impose a penalty on the raising of debt, 
as opposed to equity, capital. 

1.13 The proposals for elimination or reduction of tax burdens for 


some groups are commendable, but the resulting tax increases 


for "middle income" groups are too heavy. 
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Relevant 
Paragraph(s) 
of the 
Submission 


2.00 SH 2i42 


4.01 - 4.17 


5.01 - 5.23 


8.02 
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PART Ii OF THE SUBMISSION - TECHNICAL PAPERS: 


The tax relief proposed by the White Paper should be achieved 
by rate structure changes: not by increase of personal 
exemptions. Increases in tax rates can and should be kept 

to a minimum. 

The $500. additional personal exemption should be made available 
at age 65. 

The "block averaging" system proposed by the Royal Commission 
on Taxation should replace the averaging system proposed by 

the White Paper. 

Obligations of pension plan trustees should not be extended in 
scope: Contribution limits of retirement savings plans should 
be raised: Percentage limitations on foreign holdings of pension 
and retirement savings funds should be higher than proposed - 
certainly no less than 20Z: Lump sum payments at death or 
termination should not be taxable at full rates. 

If a Capital Gains Tax is inevitable, gains, with the possible 
exception of those realized within six months, should not be 
taxed as income but at one-half marginal rates, with a maximum 
of 252: The proposed 5-year deemed realization should be 
abandoned - death should be treated as a disposal - and 

estate tax should be phased out: There should be no deemed 
realization upon departure from Canada. 

The proposed distinction between closely and widely-held 
corporations should be abandoned, and other more simple methods 
of reducing or eliminating double taxation should be found. 
Abolition of the two rate structure of tax on corporations 
should be conditional upon provision of alternative means of 
financial assistance for small business. 

The proposed disallowance of certain entertainment and 


related expenses should not be given effect. 
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Relevant 
Paragraph(s) 
of the 
Submission 


9702 Section 62(1)(d) of the Income Tax Act should be amended so 
as to cover bona fide trade associations. 

10.01 - 10.47 There are many different kinds of Trusts, and they are 
established for many purposes. By no means all have tax 
implications or, of themselves, should have tax consequences. 
They cannot, and should not, be treated alike for tax purposes. 

10A. 25 The proposals for the treatment of Investment Fund Trusts, 
in particular, are based on misconceptions. Such Trusts 
are not analogous to widely-held corporations. Their present 
tax treatment should be continued. 

ata ess Gl The proposed treatment of non-resident investors, both individual 
and corporate, is discriminatory and probably self-destructive. 
Non-resident investors bring a good deal of economic benefit 
to Canada: tax treatment proposed for them should be moderated. 

12.02 - 12.06 The proposed deemed realization of capital gains and possibly 
higher withholding tax, for those leaving Canada for residence 
abroad, constitute a serious restriction of traditional 
freedom of mobility. The deemed realization should be abandoned, 
and no withholding tax should be levied on payments from 


registered pension plans. 
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PART I — GENERAL COMMENTS 


1.01 This brief is submitted by the Trust Companies Association 
of Canada which consists of the twenty-seven trust companies and seven 
mortgage loan companies listed at Appendix I. Of the assets of some 
twenty-nine billion dollars entrusted to the trust and mortgage loan 
industries, the great bulk is administered by our member companies. 

The two kinds of companies are Canada's most important mortgage lenders. 

1.02 We appreciate the opportunity to contribute to the public 
debate on the White Paper. This open approach to changes in our 
taxation system has provided a valuable opportunity for public debate 
and for the presentation of views by interested parties to the 
Parliamentary Committees concerned. 

1.03 We regret that the same opportunity for public debate was 
not provided when important changes were made recently in estate and 
gift tax legislation. Moreover, that legislation was not co-ordinated 
with those provinces which maintain their own succession duties. It 
has become immensely difficult to devise estate plans in Quebec, 
Ontario and British Columbia in view of the conflicting maze of federal 
and provincial legislation on death taxation. Co-ordination with 
the provinces should have preceded the enactment of new estate and gift 
tax provisions. We strongly urge that future changes in taxation be 
co-ordinated with the provinces before enactment. 

1.04 Like most Canadians, we are in accord with the long stated 
need for ee of our taxation system. It is our opinion, however, 
that true reform can best be effected by continuing evolution of the 


existing legislation. We do not accept the apparent philosophy of the 
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Carter Commission and of the White Paper proposals that the existing 
legislation be abandoned in favour of an entirely new system. Our 
concern has grown as we have studied the White Paper and as the debate 
on it has developed. It has become apparent that the White Paper 
does not contain proposals aimed primarily at realistic tax reform 
but at achieving a new social structure in Canada by means of revolu- 
tionary changes in our taxation system. A lack of realism is apparent 
throughout. It is indicated by the unworkability of certain general 
proposals, by the apparent effects on specific sectors of the economy 
and by a disregard for international implications. We think it 
unfortunate that tax reform might take this direction in Canada. We 
believe that the positive recommendations in our brief are in the 
nature of true reform of the existing taxation system and that they 
are realistic. The White Paper proposals appear to be directed at 
closing "loopholes" and solving problems, most of which have already 
been dealt with by legislation or use of powers already available to 
the Minister of National Revenue. In our opinion the new tax structure 
proposed would be likely to encourage evasion as a result of the 
harshness of its impact and, by the introduction of novel techniques 
as yet untried, provide new Opportunities for avoidance. 

There appears to be in Canada a frightening tendency for 
the total demands of governments on the Gross National Product to 
increase in percentage and to grow faster than the growth of our 
national productivity. This process, among other side effects, 
constantly erodes the private ability to save and discourages the 


Saving process by the difficulties which it imposes. The implications 
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of this continuing trend cause us great uneasiness for the future 
of our country. 

1.06 The White Paper makes clear that its proposals would lead 
to an estimated increase in the revenue, by the fifth year, of some 
$630 million. This estimate has been questioned and may well err 
considerably on the conservative side. Even making due allowance 
for the difficulty of projecting accurately the effect of a variety 
of tax changes on the revenue, it is difficult to understand a proposal 
that would increase the government's revenues to this extent without 
providing some indication of the purposes to which the expanded 
revenue would be put. It is true that rates of tax could be lowered 
if revenues prove to be larger than needs, but past experience does 
not make us optimistic on this score. It would be more appropriate 
for the government to moderate its proposals for tax increases and 
to justify further demands when, and if, proposed programmes appear 
to merit them. 

0% We are deeply troubled by the effect of current tax 
philosophy in reducing savings and dissipating pools of capital. 

The White Paper contemplates, with an equanimity not shared by us, 

a reduction of about $525 million in personal and corporate savings 
a the fifth year. This, viewed in the light of the recently enacted 
changes in estate and gift tax legislation and recent increases in 
the taxation of life insurance, surely would place a completely 
irrational burden on the formation and conservation of capital. 


1.08 We need capital in this country in vast quantities: for 


housing: for investment in new plant and equipment: for the replace- 
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ment of old plants. We need it to help improve our already lagging 


productivity. We need increasing investment to provide jobs for 
the army of young men and women now entering the labour force. We 
simply cannot accept the view that in the 1970's, in a country still 
largely undeveloped, a tax system which reduces and discourages the 
saving process and reduces pools of private capital is a good one. 
We need vitality and enterprise in Canada and we are not going to 
get it by allowing a further diversion of capital in the hands of 
the private sector, into revenue in the hands of government. 

We regret that so many appear to view the imposition of 
a capital gains tax in Canada as inevitable. It is economically 
undesirable on the grounds that Canada, as a net importer of capital, 
is in a very different stage of development compared to capital 
exporting countries with capital gains taxes. A capital gains tax 
in Canada must be carefully conceived to provide the minimum of 
hostility and discouragement to the formation and free flow of 
capital. Its potential for damage to our economy, if ill-conceived, 
is immense. Our concern is that if the White Paper's proposals 
regarding capital gains tax are implemented, this potential for 
capital destruction will surely be realized. The proposed tax is 
restrictive to capital flows, hostile to certain types of capital, 
somewhat arbitrary in design and, consequently, inequitable. Its 
application is seriously impractical in a number of areas; the 
proposed rates are too high and it incorporates a capital levy. In 


the second part of the brief, under the heading Capital Gains aks 


we deal with the proposals and offer alternatives for consideration. 


1.10 


Dr ack: 


1.12 


1,13 
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The proposals to integrate personal and corporate income 
are controversial and of uncertain effect. In view of the rejection 
of integration by most other nations with comparable tax systems and 
in view of some obvious inherent disadvantages, we think it desirable 
to re-examine these proposals with the objective of achieving 
simplicity; eliminating artificial distinctions between corporations 
and the discriminations which they now contain. We consider that the 
integration proposals complicate the tax system unduly. This matter 
is further dealt with in the technical paper on the subject. 

There appear to be a number of factors in the White Paper 
which could well impede the inflow of foreign capital. International 
capital flows operate on a two-way basis. If an attempt to encourage 
investment in Canada by Canadians, however laudable it may be in 
itself, tends in practice to reduce the flow of Canadian capital 
abroad, it may well have the same effect on the flow of capital into 
Canada. 

There will continue to be a strong demand by the Federal, 
Provincial and Municipal Governments, 4s well as by industry, for debt 
capital. The White Paper imposes a penalty on the raising of debt 
capital as compared to equity capital. The consequences of such a 
situation could well be serious and could lead governments, searching 
for markets for their securities, to attempt to introduce very undesir- 
able restrictions upon investment. 

Because we think that the burden of taxation in Canada is 
already too great, we approve of the proposals in the White rapes 


remove some taxpayers from the federal income tax rolls, to modestly 
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reduce the rates of taxation for some others and to bring the top 
marginal tax rate to a more reasonable level. On the other hand, 
the proposed increases in the taxation burden on the middle income 
groups are undesirable and should be kept to an absolute minimum. 
1.14 Our industry is concerned with the general impact of the 


proposals on the Canadian economy and on Canadian society. We are 
also concerned with specific proposals that particularly affect our 
industry and its clients. These we deal with in the subsequent 


technical part of the brief. 


os Od 


2.02 


2.03 


2.04 
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PART II -— TECHNICAL PAPERS 


EXEMPTIONS AND RATE CHANGES 


The White Paper proposes to relieve completely some 
750,000 Canadians from payment of federal income tax and we share 
what we believe to be the general approval of Canadians of such an 
objective. Evidence before the Banking, Trade and Commerce Committee 
of the Senate indicates the cost of this to the revenue to be about 
$35 million annually. 

The White Paper also proposed to reduce the federal income 
tax burden on single persons receiving more than $1,546 per year, 
but less than $3,400 and on married persons receiving more than 
$2,990 but less than about $9,100. This proposal too can only receive 
general approval. 

The proposed elimination from the federal income tax rolls 
of one substantial group and the proposed tax reduction for a larger 
group would be accomplished mainly by an increase in personal exemptions. 
Further, it is proposed over a five year period to reduce the top 
marginal rates from the present 82.40% (in provinces that levy 28% of 
the federal tax) to 51.20% (in the same provinces). The White Paper 
foresees the reduction of revenue from this proposal to be some $40 
million in the fifth year. These two important objectives, exemption 
from tax for 750,000 people and reduction of the top rate to 51.20%, 
can thus be achieved for an estimated loss to the revenue of some 


$75 million a year. 


We strongly question the necessity and justice of the income 


tax increases proposed. The increases would be borne by a group of 
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citizens who are already heavily taxed and who will face additional 


tax consequences from the taxation of capital gains. This is the 
group that contains the ambitious income oriented youth on whose 
vitality and enterprise the future of the nation depends. These 
are the individuals who "must be retained or attracted against U.S. 
competition". They are generally mobile and in the face of a 
significantly widened gap between Canadian and American tax burdens, 
the relative attractions of Canada may well become too expensive to 
hold them. 
2.05 We recognize that the question of government expenditures 
is not the subject of the Committee's consideration. We, nevertheless, 
think it appropriate to suggest that restraint in spending could be 
an effective means of avoiding the increased income tax rates proposed 
by the White Paper. Mr. R.B. Bryce, then Deputy Minister of Finance, 
when appearing before the Committee on January 20, 1970, made some 
interesting comments on the relative weight of taxation in Canada and the 
United States. They arose from a question as to the possible effect 
of heavier Canadian taxes and lighter American taxes resulting 
from tax reform in the two countries upon movement of Canadians to 
the United States. In summary, Mr. Bryce indicated that the average 
Canadian income can only be 75 ~ 80% of that in the United States; 
that in Canada our level of public services and social security is 
about as high as that in the United States. The result, he said, 
meant that somewhere our taxes had to be higher than those of the 


United State ; 
ed States and that indeed they are. In these circumstances we 


are i 
© impressed by the very heavy burden of responsibility upon 
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governments in Canada to ensure that their levels of expenditure are 
completely justified, for it must be recognized that the goal of 

a reduced tax burden for one part of the population can be achieved 
as effectively by expenditure control as by higher taxes for another 
part of the population. There is also a responsibility on the 
federal, provincial and municipal governments to co-ordinate their 
spending and taxation programmes in such a way as to ensure that 
their impact on the taxpayer is as small as possible. We are not 

of the opinion that this co-ordination is at present satisfactory. We 
are disturbed that so much time and effort should be spent on the 
revision of our taxation structure without an equally careful review 
of the expenditures of all levels of government in Canada and their 
sources of revenue, difficult as we realize such an undertaking to 
be. 

2.06 There is one other aspect of the proposed increases in the 
rate structure which merits consideration. A significant proportion 
of married women are now regularly employed and their individual 
incomes are likely to result in a situation where both husband and 
wife are classified as single for taxation purposes. While the 
consequences will be dependent on the individual's income bracket, it 
would seem that the much higher tax increases proposed for single 
persons would result in a considerably greater burden for many 


married couples than would appear from a cursory reading of the White 


Paper. We think that this factor should be taken into consideration 


in weighing the impact of higher taxes upon the group of taxpayers 


who will bear the main burden of the proposed rate increases. 
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The elimination of one group from the federal tax rolls, 

a modest reduction in tax for another group and a substantial 
reduction in the top marginal rates can be achieved, we believe, 
without the expensive increase in personal exemptions proposed in 

the White Paper, estimated to cost about some $1 billion annually, 

and without the increases in the rate structure, estimated to add some 
$1,255 million annually to the revenue. 

Our reasoning may be summarized as follows: the revenue 
has already been increased by the proceeds of some $100 million 
annually from the new taxes on life insurance. Officials appearing 
before the Senate Committee indicated that this item was not included 
in the White Paper revenue estimates. 

By the time that legislative changes can be effected, 
presumably in 1971 if the present target date can be met, wage and 
salary increases, larger than normal as a result of inflation, will 
tend to move people for whom tax relief is desired into higher tax 
brackets and so tend to deny them the intended relief. The relief 
thus may prove to be less costly then expected. 

The revenue will be further increased by the proceeds of 
a capital gains tax, net, if our recommendations as to the form of 
that tax are accepted, of any reductions in revenue from estate 
taxation. Since we recommend that the proposed increase of personal 
exemptions be abandoned, the $1 billion estimated loss of revenue 
would not be incurred. While we are obviously not in any position 
to estimate closely the effect of changes in taxation policy on the 


x . 
evenue, we do believe that the income tax relief proposed in the 


pare i | 
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White Paper can be provided, in the light of the above, without an 
increase in rates of tax. 

The proposals envisage an increase in total revenues at 
the end of five years of some six hundred and thirty million dollars. 
This increase has been widely attacked as being unwarranted. If it 


were avoided the need for tax increases would be reduced. 


Recommendations: 


A Oe Tax Reduction 


We recommend that the income tax relief contemplated 
structure rather than by the proposed increase in personal 
exemptions, so that single persons with incomes of $1,400, 
and married persons with incomes of $2,800, would pay no 
tax. 

2te Additional Personal Exemptions 

On compassionate grounds the White Paper proposes to 
continue the current addition of $500.00 to the personal 
exemption of those 70 and over and of blind persons and 
persons confined to a wheelchair. Taking into considera- 
tion the fact that the country's social security structure, 
both public and private, has become geared to retirement 


at the age of 65, we recommend that the additional 


exemption of $500.00 should be made applicable at age 65. 
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CENERAL INCOME AVERAGING OPTIONS 


We consider that the general averaging provisions proposed 
in the White Paper are quite inadequate to deal fairly with all 
classes of income gains under the proposed taxation system. They 
appear to have been transposed almost unamended from the U.S. tax 
system in spite of the fact that the American provisions were given 


careful study by the Carter Commission and rejected as inadequate 


and capricious. Incidentally, the American provisions have been made 


more generous since publication of the White Paper. 
The basis of our criticism is as follows: 
bs There is no provision for averaging of an individual's 
income that falls below average rather than rises. The 
Carter Report stated that there should be no restriction 
on the kinds of income that could be averaged or on the 
direction of the fluctuations in income (Vol. 3, p. Zisae 
Persons whose incomes fall substantially, because of 
sickness or accident for example, are surely as entitled 
to relief as someone who realizes a large capital gain. 
is There is no provision for the carry forward or back of 
unused personal exemptions or credits. This will be 
especially onerous for low income groups where income 
fluctuation takes place around the level of the personal 
exemption, i.e. where tax begins to apply. Under the 
proposals the penalty will be increased because: 
(a) The exemptions are greater. 
(b) The lowest marginal rate of 14.8% will rise to 


21.76%. The increase in the marginal rate of 
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tax moving from the zero bracket to the first 
bracket is in excess of that moving from the 
first bracket (O - $500 taxable income) to 
the eleventh bracket ($13,000 - $16,000 taxable 
income). 

(c) The first bracket has contracted in size. 

Bis Where top income marginal rates are to be reached at 
$24,000 per annum, the proposed averaging provisions 
would be of no benefit to a single person with an average 
income in the previous four years of $19,125 or a married 
person with $20,175 or more. 

4, The block averaging system is operating in the tax system 
at present in respect of farmers and fishermen. The 
White Paper proposes to continue it for these income 
categories. The failure to extend it to other income 
categories is surely inequitable. 


3y(0)S% Recommendation: 


We submit that the "block averaging" system as defined 
by the Report of the Royal Commission on Taxation, 1966, 
(Volen3 ips 72601. ct seq.) be adopted with minor modification, 


as being more effective, fairer and more suited to the 


Canadian tax environment. 
3.04 Further Comments: 
(a) We do not consider that deposit averaging using income 
adjustment accounts is essential to the introduction of a block 


averaging system. 
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(b) We believe that the option to re-average at death 
should be included if death should be regarded as a disposal for 
capital gains tax purposes. 

(c) We consider that general averaging provisions should 
extend to all individuals and entities presently taxed as individuals, 
e.g. estates and trusts. 

(d) The present piecemeal system of averaging affords 
special relief to some types of income but, with the prospect of a 
capital gains tax, it is not equitable or adequate for general 
application. We believe that certain of the present provisions in 
the Income Tax Act dealing with irregular payments, etc. should 
be continued to supplement the general averaging system. These provisions 
have been evolved as a result of long experience and they should not 


be discarded unless plainly redundant. 


4.01 


4.02 


4.03 


4.04 
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PENSION PLANS AND RETIREMENT SAVINGS PLANS 

The role of corporate trustees for pension and retirement 
savings plans includes several functions. Their main responsibilities 
are to manage the monies entrusted to them by corporations and 
individual savers. Their services include the effective investment 
of trustee monies, in accordance with applicable federal and provincial 
laws and regulations governing such plans, safekeeping of the assets, 
administration and accounting control ofthe. funds.dn- their care, 
responsibility for correct withholding of taxes, and ensuring that 
each disbursement is properly made. 

At the end of 1968, the Dominion Bureau of Statistics 
reported there were 4,065 trusteed pension plans in Canada. Over 722 
of the funds of these plans were managed by corporate trustees. The 
assets held at the end of 1969 by trust companies belonging to our 
Association totalled approximately $4 billion and covered better than 
one million taxpayers. We are gratified that the government 
believes it to be desirable to encourage personal savings for retire= 
ment and to continue to support the tax-free status of trusts created 
as investment vehicles for such savings. 

Section 2.52 of the White Paper states that rules are 
required to ensure that the trustees of a pension or registered 
retirement savings plan fund are liable and responsible for paying 
taxes arising out of its operations. Corporate trustees have always 
taken seriously their responsibility for the deduction and remittance 


of income tax on withdrawals from pension and retirement savings plans. 


We recommend that the obligations of trustees 


regarding the tax liabilities of beneficiaries 
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should not extend beyond the deduction of taxes 

required to be withheld by trustees. 

In 1954 the contribution limit for registered pension 
plans was increased from $900.00 to the present $1,500.00. The 
contribution limit for registered retirement savings plans is 
$2,500.00. The loss of purchasing power of the Canadian dollar 
has been such as to justify a major upward revision of these limits. 


We, therefore, recommend that the contribution 


limit for registered pension plans be increased to 


at least $2,500.00, and that for registered retire- 
ment savings plans to the lesser of $4,000.00 or 202 


of income. 


Regarding pension plans for employee-shareholders who are 


bona fide employees: 


We recommend that such plans should be permitted 
registration if they meet all the prescribed benefits 
and investment standards for registered pension plans. 


We agree that abuse should be controlled, but that 


Such employees should not be denied retirement 


consideration or be discriminated against. 
The White Paper proposes that, in order to qualify for tax- 


free status, pension and retirement savings funds must invest no more 


ti y| by) ; * : 
than 10 per cent of their assets in foreign securities or other foreign 


investments. We believe the arbitrary selection of a 10 per cent 


limitation will seriously affect the pensions of a great many Canadians. 


By limiting the investment horizons of Canadian pension plans, the 


a ee , ; 
pportunities to increase long-term investment return through astute 
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portfolio management are inhibited, with resulting impact on the 


amount of pension available at retirement and on pension costs. 


We recommend that if the proposed type of restriction 
is applied, such percentage limitation on foreign holdings 
should be considerably higher than 10 per cent, 
certainly no less than 20 per cent. The limit should 
be expressed as a percentage of book value of assets to 
provide ease of control and inspection. So as to avoid 
any unnecessary penalty incurred by the forced sale of 
such securities, we are firmly of the opinion that any 
investments made in good faith by the trust fund in 
such securities prior to implementation of any new 
investment restrictions, should be permitted to continue 
to be held by the trust fund, subject to a transitional 
period of at least five years to permit orderly phasing- 
into such new regulations. The Minister should have 
discretion to allow an extension of such transitional 
period where special circumstances would justify this. 
We recommend that transfer of lump sum payments between 
registered pension and retirement savings plans, should 
be permitted to continue as at present. 


The government proposes to tax, at full rates, amounts 
withdrawn at the death of the contributor. The widow would be 


permitted to offset or reduce the taxable income if she contributes 


the proceeds, in whole or in part, to 4 registered retirement savings 


plan of her own. 


2 68 
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We recommend that this option also be available to a 
widower. 

We recommend that lump sum payments resulting from 
death or termination of membership in registered 
pension or retirement savings plans, should receive 
identical treatment for tax purposes and should not 


be taxed at full rates. 

The above recommendation is based on the premise that no 
taxpayer or beneficiary should have to pay an amount of tax on such 
withdrawals, which amount of tax is in excess of the accumulated tax 


savings during the period of accumulation under the plan. 


We recommend that, in respect to these payouts from either 
averaging is introduced affecting such withdrawals, 

the actual tax payable should not be in excess of that 
payable under the three-year averaging provision of 

Section 36 of the present Income Tax Act. 

We recommend that pooled or commingled investment funds 
restricted to non-taxable pension trusts and retirement 
savings funds operated by corporate trustees, should 

not be classed as '"'widely-held corporations" within the 
meaning of section 5.56 of the White Paper. 


Investment in these pools is presently restricted to non- 
taxable registered pension or retirement savings plans. The "units" 
of such pools are not transferable in any way and can be acquired or 


redeemed only by the corporate trustee from the pool for each 


——— 
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participating pension fund or retirement savings plan administered 


by such trustee. 
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CAPITAL GAINS TAX 


In Part I - General of this brief, we summarize our 


general objections to the proposals contained in Chapter 3 of the 


White Paper for taxing capital gains. In this paper, we deal with 


the various aspects of the capital gains proposals and provide what 


we consider to be preferable alternatives. 


al + ~ 
An alternative Proposal 


We recommend: 


i 


that, with the possible exception of short-term 
gains, capital gains should not be taxed as income, 
but at one~half of marginal rates, with a maximum 
rate of 25%. By short-term gains we mean gains 
realized within six months of the date of acquisition 
of the investment in respect of which they arise. 
that principal residences be exempt or, failing that, 
that the annual allowance be substantially 

increased to a point where there is no likelihood 
that_a sale, in normal circumstances, of a principal 
residence would attract capital gains tax. 

that other property held for personal use and enjoy- 
ment be exempt if the proceeds of sale do not exceed 
a vaiue of $5,000 for each asset. 

that the proposed five year deemed realization of 
the shares of widely-held Canadian corporations be 
abandoned. Elsewhere in this brief we recommend 
Sbandonment of the distinction between "widely-held" 
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5. -Mthat death be treated as a disposal and capital 


gains be considered to be realized, subject to an 
exemption if gains do not exceed a stipulated 
amount, say $15,000. 

6. that estate tax be phased out upon the introduction of 
treats death as a disposal. 

7. that the recipient of a testamentary gift be treated 
as if he had purchased the asset representing the 
gift at fair market value rather than, as is proposed 
in the White Paper, being treated as having acquired 
the asset at its original cost to the deceased. 

8. that gifts between spouses should have no capital 
gains tax consequences. If this recommendation is 
rejected and there are to be such tax consequences, 
we recommend that section 21 of the Income Tax Act ‘be 
amended, should that be necessary, to provide that 
latter being liable for tax, subsequent gains either 


actual or deemed should be taxable in the hands of 


the donee spouse. 

9. that if there is to be a deemed disposal for capital 
gains tax purposes, in the case of a gift, the capital 
gains tax paid should reduce the value of the gift 
for the purpose of assessing gift tax. 
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10. that capital gains tax be payable only on the 
disposal of an asset: that there should, for 
example, be no deemed realizations on departure 
from Canada, and 

11. that a weighted average cost be used in calculating 
base price for capital gains tax on the sale of a 
holding of a specific security that has been 
accumulated at varying prices since valuation day. 
Valuation day base for marketable securities be subject to 
an increment (say 10%) to broadly compensate for 
inability to use cost as base and for any possible 


market depression. 


5503 These are broad recommendations which we believe to be 
soundly based on the realities of the Canadian economic and social 
environment. Our Association does not have the resources to draft 
a proposal for capital gains tax in all its technical detail, nor is 
it desirable that we attempt to do so. We strongly hope that the 
Committee will recognize the shortcomings of the White Paper proposals 
as we see them and carefully weigh our alternatives. In making our 
suggestions we have kept in mind the necessity to adopt principles 
which would make drafting and administration as simple as possible. 
Our reasoning for our recommendations follows. 


5.04 J ‘ ‘ ; 
We believe the taxing of capital gains at income tax rates 


is not a reasonable proposal because: 
(a) it accepts the premise that a dollar gained by 


capital increase should be taxed at income tax 


(b) 


(c) 


(d) 
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rates regardless of the element of risk involved in 
the investment. Indeed the rate of tax is 

modified for investment in "widely-held" Canadian 
companies where the entrepreneurial risks are less 
than those for companies and individuals to be 

taxed at full marginal rates. 

such taxation would be excessive in relation to 

the tax on oe imposed by our principal inter- 
national trading partners. Canada is a capital 
importing nation and if it needs to continue to 
import capital, the tax should be relatively lighter 
than that of nations which are more fully developed 
or do not have the same need for capital. The 
exceptionally high rate may well complicate treaty 
negotiations. 

the full marginal rates take no account of the effect 
of the rate of inflation on asset values. The longer 
the asset is held the more serious this problem is 
likely to become. If the introduction of an "inflation 
factor" to the tax is politically difficult, a 
reduction in the proposed rates would achieve 
essentially the same effect. 

to impose a capital gains tax at this unprecedented 
rate in an economic environment that has had no 
capital gains tax would result in too great an 


economic disturbance. We believe that it would be 
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rational to impose a more modest tax and gain some 
experience with it. 

(e) by merging income and capital gains and losses the 
taxpayer would properly have the right, under the 
proposals, to deduct capital losses from income. 

We think thi's could have a severe effect on national 
revenue in a deflationary period. We believe capital 
losses from all sources should be deductible from 
capital gains with a provision for carry forward, 

but that capital losses should not be used to reduce 
income. This, however, could only be acceptable if 
capital gains were not treated as income. 

5.05 The benefits accruing to a nation from home ownership are 
self-evident and Canadian governments have provided much encouragement 
to home ownership by such means as the National Housing Act. It, 
therefore, seems to be unfortunate, particularly in the midst of 
serious housing problems, that the White Paper should propose that 
principal residences should be objects of capital gains taxation. 
The expressed desire of the Minister of Finance not to tax Canadians 
on the sale of their principal residences under normal circumstances 
can best be accomplished by excluding all such residences from tax. 

5.06 


WW h . 2 = Ps 
we have 1ittle doubt that there is a strong desire on the 


part of the Department of Finance to bring under tax any gains 


reflecti 1 ey ‘ 
ecting sales of principal residences at considerably more than 


curren u at a - 
t market values, a circumstance which is most likely to arise 


from redey oer 
Page evelopment projects. We question that the proposed administrative 


5.07 


5.08 
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burden and other difficulties which would be created by taxing 
principal residences in general, would be warranted by the amount 
of revenue likely to stem from the taxation of those relatively few 
sales made possible by redevelopment. If the Finance Department is 
determined that the individual who sells his principal residence 
for redevelopment simply cannot be allowed to escape the capital 
gains tax net, we would urge that it is not beyond the ability of 
the drafters of legislation sS arrange to levy the tax in such a 
way that other, more normal sales, which are enormously in the 
majority, would not be affected. 

In its consideration of the application of capital gains 
tax to principal residences we hope that the Committee will have 
regard to what may be described as the "sifting-up process". This 
is the very prevalent process in housing of the continual up-grading 
to higher priced houses as owners gain in economic power. Any attempt 
to define in dollars the "average principal residence" will adversely 
affect this process, which also provides lower cost housing. It 
should not be inhibited. 

The White Paper proposes that personal assets such as 
pictures, furniture and jewellery be exempt from gains tax if the 
proceeds of sale do not exceed $500.00. If the proceeds do exceed 
$500.00, there can be deducted from them either the cost or $500.00, 
whichever is the greater. It is expressly stated that this provision 
is intended to prevent Canadians from becoming a nation of bookkeepers. 
Our contention is that we shall indeed become a nation of bookkeepers 


if we set the exemption level at $500.00. We recommend that it be set 
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at_ $5,000.00. This should exempt the tangible moveable possessions 
of a middle income Canadian family, but is low enough to embrace 

those possessions such as jewellery or paintings that may have been 
acquired with substantial investment motives. Surely the cost of 
administering a gains tax on physical possessions worth less than 
$5,000.00 will outweigh the revenue involved. The U.K. capital gains 
tax, which is considerably more elaborate than Canada should adopt, 
excludes tangible moveable possessions where the proceeds of sale are 
less than :.1,000, and provides marginal relief. 

Section 3.41 of the White Paper does not indicate clearly 
the capital gains tax consequences of a gift from one spouse to another. 
No indication, however, is given in the section that such a gift between 
spouses would be exempt from capital gains tax. 

It is our understanding that when estate and gift tax 
legislation was recently amended the principle was established that 
there should be no tax consequences as a result of gifts between 
spouses. We, therefore, take the position, which we think is in 
accordance with the philosophy of the changes in estate and gift tax 
legislation, that there should be no capital gains tax consequences in 
connection with a gift between spouses. 

As regards gifts other than those between spouses, we note 
the existing high rates of gift tax leviable and the cumulative feature 
of the tax. In the light of these, we claim that the imposition of a 


Capital gains tax on such gifts is unwarranted. In extreme cases the 


imposition of both taxes could result in a total levy in excess of the 


value of the gift. 


5s12 


5.53 


Banking, Trade and Commerce 37 


One of the most criticized and undesirable proposals in the 
White Paper is the deemed realization at five yearly intervals of 
the shares of "widely-held" companies. Such a proposal represents 
a departure from the accepted concept that before a gain or logs is 
assessed for tax, a disposal or realization should take place. The 
proposal has rightly been declared a capital levy; a wealth tax rather 
than a capital gains tax. As an attempt to reduce "lock-in" it is 
crude, and is something of a ivageey to deal with a problem of 
modest proportions. We contend that there are better ways to deal 
with the problem of "lock-in". 

The distinction between "widely-held" and "closely-held" 
companies is an artificial one at best. There can be no equity when 
it forms the basis for making or not making a capital levy every five 
years. To the potential investor, who has a wide choice of Canadian 
and foreign securities, the shares of widely-held Canadian corporations 
would, as a result of it, become less aLeLaceLve’. 

The Minister of Finance's paper on the subject outlined some 
of the possible undesirable effects: 

(i) The problems taxpayers would face in finding cash 

to pay tax on the unsold shares and the possible 
loss of Canadian control thereby. 

(ii) The disincentive for "closely-held" companies to 
go public and the incentive for them to sell out 
completely - probably to foreigners. 

(iii) Foreigners could outbid Canadians for shares in 


Canadian corporations. Foreign parent companies 
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would be discouraged from making stock of their 
wholly owned Canadian subsidiaries available to 
Canadians, thus creating inequities between those 
who had already done so and those who had not. 
Additionally, we foresee costly problems of workability 
for our own industry, in valuing each client's separate portfolio on 
the quinquennial birthday, carrying such values and amending them to 
weighted averages continuously. The data can be recorded on our 
computers but it is costly to do so and the information would serve 
no other purpose than computation of the capital levy. 
We therefore recommend the abandonment of the proposed 
deemed realization of shares of "widely-held" corporations 


as set out in the White Paper. 

The Minister of Finance has asked for alternative suggestions 
for the treatment of capital gains and we propose an alternative to 
the quinquennial valuation in the next paragraph, 5.18, and 5.04 (e), 
where we indicate that capital losses should not be deductible from 
income. 

We believe that capital gains tax should be assessed only 
upon the disposal of an asset. It would be consistent with this 
position to treat death as resulting in a disposal. The capital gains 
tax arising from such a disposal should be regarded as a debt of the 
deceased and, as income tax liability is at present, a deductible 
expense for the purpose of determining aggregate net value for estate 
tax purposes. Concurrent with the introduction of a capital gains 


ta ps 1. 
x at death, estate taxes should be phased out. Under such circumstances 
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we would recommend that the rates of gift tax be appropriately 


reduced. We do not recommend complete phasing out of gift taxes in 
the light of their purpose of protecting revenue derived from income 
tax. 

Our reasons for the recommendation are as follows: 

(a) It precludes the passing from one generation to the 
next of possibly huge capital gains tax liabilities 
which could produce a "lock-in" that the White Paper 
proposal seeks to avoid. Estates administration 
could be unnecessarily complicated by such contingent 
liabilities to tax. 

(b) Under the White Paper proposals forced realizations 
of assets to pay death taxes could create confiscatory 
tax loads and inequities between estates. This 
possibility would be reduced under our recommendation 
whereby the tax load on death could be made reasonable 
by co-ordination of death tax and capital gains tax 
rates, i.e. a testator who had planned his estate to 
have sufficient liquid resources to meet death taxes 
would not be forced into realizations that might compel 
him to incur capital gains tax. 

(c) Death taxes should be eliminated because, with capital 
gains tax, the combined load would be plainly excessive. 
Death taxes produce a relatively modest proportion of 


total government revenue which is further diminished by 


heavy collection costs. The gift tax should be lightened 


s Iii 


37: 112 


5.20 


Standing Senate Committee 


at the same time to the extent that it would no 
longer be needed to prevent avoidance of estate 
tax. 

(b) The elimination of death taxes would be a means of 

attracting capital to Canada in a way that offends 
no foreign treasury and does not give rise to treaty 
problems. It should give rise to increased revenues 
from income and capital gains taxes sufficient to 
outweigh any loss due to the elimination of death 
taxes. 

(e) Death taxes are powerful disincentives to personal 

@ 
enterprise and effort - out of all proportion to 
their revenue yield. The desire to accumulate wealth 
to provide a better environment for the next generation 
is behind much of our individual and collective effort. 
Death taxes directly oppose that desire. Taxes levied 
when income is earned, or gains realized, are more 
tolerable and less of a disincentive if the taxpayer 
is left to dispose of the balance as he wishes. 

The proposal to levy a capital gains tax upon departure from 
the country appears to us to introduce a new principle into national 
and international taxation. It would seem to be in eontradietion to 
the reality of our position in the economic world. Canada has a growir 
economic status, not a declining one, and does not warrant such a 
defensive Proposal. Our fiscal policy in the past has recognized that 


Our need for growth should encourage skilled people to come to this 


PAE 


57—8 


Banking, Trade and Commerce 


country with their capital. They will not do so biotin country takes 
on the characteristics of a trap and they cannot leave without heavy 
financial penalty. The damage of such a Proposal far outweighs the 
misplaced motive of equity that has engendered it, 

We recommend the use of a weighted average cost in calculating 
base price for capital gains tax on the sale of a holding of a specific 
security that has been accumulated at varying prices since valuation 
day. This method of calculating the base price would obviate the 
necessity of maintaining permanent records of security identification 
(i.e. certificate numbers) and cost and date of purchase. It would 
appear to simplify the inventory recording problems of the large 
portfolio managers, such as ourselves, and the reporting problems of 
the small investor who might have difficulty in matching a sale to a 
specific purchase. 

It should be kept in mind that: 

(a) the provisions of the White Paper would necessitate 

maintaining prevaluation day cost details for bonds 
and mortgages. 

(b) if the five year revaluation of "widely-held" company 
stocks remains, the weighted average cost will be 
subject to amendment to market on each quinquennial 
birthday. Such an inventory valuation would necessitate 
costly duplication as it would have no value beyond 
the computation of the capital levy. 


We do not advocate the complicated concessions applicable 


; F : ssi in 
to the introduction of capital gains taxation in the U.K., necessitating 
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the maintenance of cost and identity detail for every security holding 
and the operation of the "first in, first out" rule. Instead we 
submit that in computing a capital gain a percentage, say 110% of the 
valuation day market value, be used as base price. This would provide 


the necessary cushion to the introduction of the tax and moderate any 


inequities that result from depressed valuation day prices 
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INTEGRATION 


6.01 The White Paper proposes total integration of corporate 
and personal taxes for that class of corporation which it describes 
as "closely-held" and partial integration for another class of 
corporation which it describes as 'widely-held". The two proposed 
classes of corporations would receive quite different tax treatment. 

6.02 We agree that there should be provision in the Income Tax 
Act to eliminate or at least ones double taxation and we agree with 
the White Paper assessment that the existing dividend tax credit "is 
a rough and ready method of off-setting corporate tax''. While 
recognizing that the present credit is worth more to higher rate tax- 
payers and that the arrangement is therefore lacking in equity, we 
doubt that the equity aspect is in practice very serious. 

6.03 We can commend the White Paper proposals on integration in 
seeking to alleviate double taxation of corporate income in the hands 
of individual shareholders. The incidence of corporate tax is a matter 
of much debate. For this reason, if no other, we accept that provision 
of a tax credit to the corporate shareholder must, in all probability, 
be somewhat arbitrary in its design. The proposals of the White Paper 
represent a commendable effort to ease tax burdens on the shareholders 
of closely-held corporations, although we cannot see that there is 
justification for the distinction in the White Paper between the two 
kinds of corporations, based on the assumption of different competitive 


environments. We are inclined to think that revenue considerations 


P ‘ idi e distinction. 
may have been an important factor in deciding to propose th 


6.04 In our opinion the integration proposals of the White Paper, 
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which are complex and difficult to assess in terms of their results, 


fail to achieve the goal of an acceptable alternative to the existing 
dividend tax credit arrangement. There seems to be little doubt that 
adoption of the proposals would result in complicated and involved 


legislation and regulations. 


6.05 We do not think that corporate taxation should lead business 
organizations into significantly artificial decisions or actions. A1l 
corporations, other than those which choose the partnership option, 
should be treated simply as corporations without the distinction 
between closely and widely-held, since they both operate essentially 
in the same competitive arena. The proposed distinction between 
closely and widely-held corporations would produce artificial factors 
of strictly tax consideration in the making of decisions as to whether 
or not a company should "go public". 

6.06 There would undoubtedly be much pressure on corporations to 
make distributions, yet retained surpluses are vital for essential 
reinvestment. Corporate savings are most important in the private 
sector and certainly should not be discouraged. 

6.07 It seems inevitable that there would be shareholder conflicts, 
and sometimes serious ones, as to the distribution within the two and 
one-half year period of earnings by dividend or stock dividend. 
Differences arising from the self-interest of resident and non-resident 


shareholders and between those in higher or lower tax brackets would 
cause some of such conflicts. 


6.08 i 
The proposed system of integration would encourage equity 


in hen i 
vestments in the shares of mature corporations with established 
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dividend payments and would discourage investment in risk undertakings 
offering little or no early prospect of dividend payments. 

6.09 Various incentives are offered by government, using a 
variety of techniques such as accelerated depreciation, cash grants, 
etc., but all designed to encourage corporations to undertake some 
activity or to operate in some area. Examples would be scientific 
research, creation of jobs in designed areas and others. We are 
concerned lest the Cpeteasti ot proposals adversely affect, by taxation 
of shareholders, some or all of these programmes. 

6.10 Income flows between Canadian corporations should continue 
to be tax-free as at present. If this is not to be the case there 
would likely be some complex restructuring of corporate enterprises 
to cope with the incidence of tax as income flows between various 
corporate vehicles. We see no reason for disturbing the existing 
tax-free inter-company distributions except that of accommodating tax 
legislation. 

6.11 The proposal for integration, as it stands, is discriminatory 
in that: 

(a) non-resident investors will not be able to recover 
creditable tax. We have explained our opposition 
to this particular discrimination elsewhere and we 
expect the proposal would lead to treaty negotiation 
problems. 

(b) 95% of corporation tax on privately owned utility 
companies is paid to the provinces and the shareholders 


of such companies would not be eligible under the 
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proposals for tax credits. The companies thus would 
be handicapped, relative to other corporations, in 
the capital market and their shareholders would be 
discriminated against in their tax treatment. 

(c) Tax-exempt trusts - such as Registered Pension Plan 
and Registered Retirement Savings Plan trusts will 
not be entitled to recover creditable tax and will 
be at a disadvantage in this respect relative to 
other resident investors. 

6.12 The above is a far from complete criticism of the details 
of the integration proposal, the complexities of which have created 
considerable differences of opinion and reaction among those to be 
considered best fitted to judge it. 

6.13 For the above reasons we believe that the White Paper's 
proposals for integration should be reconsidered in detail with the 
object of removing the complications, artificialities and discrimina- 
tions which they would produce in legislation. 

6.14 We therefore recommend: 


4 


i. that the proposed distinction between closely 
and _widely-held corporations be abandoned. 

2. that income flows between Canadian corporations 
continue to be without tax consequences. 

3. that the proposed rule regarding distribution of 

profits within a two and a half year period be 


abandoned. 


4. that the concept of employing credits to share- 
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holders to reduce or eliminate double taxation be 


embodied in arrangements that provide simplicity 


even if that is done at some cost to theoretical 


equity. 
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PROPOSED ABOLITION OF TWO RATE STRUCTURE OF CORPORATIONS TAX 

The White Paper proposes that the lower rate of tax currently 
applicable to the first $35,000 of a corporation's taxable earnings 
should gradually be withdrawn over a period of five years. 

We are aware of the administrative and other difficulties 
which attend the existing two rate structure and recognize the appeal 
of a single rate. But we are, like many others, seriously concerned 
about the impact that the course of action proposed is likely to have 
upon small businesses. 

Tt is, we believe, important for the economic well being of 
the country that there should exist reasonable means to encourage 
development and growth of small business. To the extend that financial 
assistance to meet bona fide needs of small business is necessary, we 
are convinced that it should be readily available. 

We therefore recommend that implementation of the White 

Paper's proposal be conditional upon the provision of 

alternative means of financial assistance to small 

(a) expansion of the small business loan programme 

(b) broadening of the loaning practice of the 
industrial Development Bank; 

(c) a tax deferral scheme; 

(d) accelerated capital cost allowances; 

(e) inventory reserve allowances ; 

(f) a preferential tax rate not available beyond 


a fixed limit of gross income. 
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ENTERTAINMENT AND RELATED EXPENSES 
8.01 The proposal that no deduction be permitted in respect of 
entertainment expenses, the costs of attending or sending employees 
to conventions and the cost of dues for membership in social or 
recreational clubs, seems to us to run counter to the widely accepted 
principle that an expenditure incurred for the purpose of producing 
income should be deductible for the purpose of arriving at taxable 
income. | 
8.02 We recommend that this proposal not be carried into 
effect since we believe that instances of abuse that may 
expenses remain deductible can be adequately curbed by 


the use of existing provisions of the Income Tax Act. 
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INVESTMENT INCOME OF CLUBS AND OTHER NON-PROFIT ORGANIZATIONS 


Section 62(1)(i) of the Income Tax Act exempts from income 
tax "a club, society or association organized and operated exclusively 
for social welfare, civic improvement, pleasure or recreation, or for 
any other purpose except profit ....'"'. We assume that trade 
associations, such as our own, would be included in the phrase "for 
any other purpose except profit". However, we draw to your attention 
that under Section 62(1)(d) agricultural organizations, Boards of 
Trade and Chambers of Commerce at the present time receive the same 
exemption from the payment of income tax. Paragraph 5.54 of the White 
Paper proposes to tax the investment income of the organizations 
covered by Section 62(1)(i) and this would produce a distinct inequity, 
since Boards of Trade and Chambers of Commerce perform essentially 
the same function and exist for essentially the same purposes as trade 


associations. In one way or another each exist to further the interests 


Ph 


of the section of the business community which it represents. There 


has, of course, been no point in the past in organizations such as ours 
seeking any change in 62(1)(i) or to suggest that we come under 62(1)(d), 
since no tax consequences flow from the existing situation. 

We recommend that 62(1)(d) be amended in such a way as 

to include bona fide trade associations under that sub- 


section and so continue to free them from any taxation 


or their investment income which, with relatively few 
exceptions, is not significant. 
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TRUSTS 


10.01 It is appreciated that the White Paper specifically draws 
attention to a lack of knowledge of the use of Trusts and requests 
particular submissions in this regard. In view of the limited period 
of time available, it is not possible for us to prepare a full submission 
with all the supporting statistics which must be produced to demonstrate 
adequately the place for and use of Trusts in this country. Taxation 
of Trusts does not appear, frets the Revenue Tables given in the Paper, 
to have any significant effect on the revenue and, therefore, we feel 
that a delay in implementing changes in tax legislation dealing with 
Trusts would not have any prejudicial effect on either the public or 
private sector. We would consider allocating the time, effort and 
resources required for a major study if consultation with the authorities 
appears to justify the considerable expenditure involved on our part 
and if agreement can be reached to delay amendments to the Income Tax 
Act which would affect Trusts until the study can be completed and 
made available. We expect the study could be brought in within a year. 

10.02 In the meantime, however, there are some observations to be 
made about the sections of the White Paper dealing with Trusts. We 
feel the authors should not have suggested any reform in the taxation 
of Trusts until the subject has been properly researched. The use of 
the word "loophole" and the all-embracing expression "other Trusts" in 
section 5.57 could easily convey to the general reader the impression 
that Trusts are some device recently invented to take advantage of 
inadequate drafting in the Income Tax Act. The concept of the Trust 


has been described and is recognized as one of the great developments 
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has been used deliberately to illustrate the pitfall which can be 


created by suggesting common or uniform taxing measures to be applicable 


to any property which bears the imprint of a Trust. 


The purposes for which Trusts can be created are as unlimited 


as the imagination of lawyers. There are no technical rules restricting 


the creation of Trusts. The Trust can be and has been applied as a 
device for accomplishing many different purposes. One of the most 
important is, and always has been, the making of family settlements. 
Through the Trust it is possible to separate the benefits of ownership 
from the burdens of ownership. The whole responsibility for the 
management of the property is thrown upon the trustee. The Trust has 
been frequently employed in business transactions. Trusteeship has 
become a readily available tool for everyday purposes of organization, 
financing, risk-shifting, credit operations, settling of disputes and 
liquidation of business affairs. Next to contract and incorporation, 
the Trust takes its place wherever the relations to be established are 
too delicate or too novel for those coarser devices. The business Trust 
has been used extensively as a substitute for incorporation, as is the 
case, for example, with the Canadian Depository for Securities at 
present in the process of organization. The Trust has been frequently 
employed in real estate transactions, as in the case of office buildings, 
suburban sub-divisions, co-operative apartment houses, and the like, 
where there are difficulties in the way of splitting the legal ownership. 
The Trust has been used as a security device, as in the case of assign- 
ments for the benefit of creditors, and what is much more igbeceal 

as in the case of the issue of corporate bonds secured by deed of Trust. 


Et ia _ f 
s been used for other business purposes, as in the case of Voting 
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Trusts, Equipment Trusts, Investment Trusts, and Trust Receipts. 
Through the Trust, it is possible to devote property to purposes of 
charity, or unincorporated associations of a social nature. However, 
there are very restrictive rules applicable to the operation of 

Trusts once created; e.g. rules restricting the period of accumulation: 
rules against perpetuity which limit the time a Trust may postpone 

the vesting of assets. 

10.05 Probably no legal term can be defined with such perfect 
accuracy as to include all that is intended to be included and to 
exclude everything else. This is particularly true of a legal concept 
as elusive as the Trust. Even if it were possible to frame an exact 
definition of it, the definition would not be of great practical value. 
A definition cannot properly be used as though it were a major premise 
from which rules governing conduct can be deduced. Our law has not 
grown in that way. In the development of the Trust concept in English 
law, the rules as determined by the decided cases came first so that 
the definition results from the rules, and not the rules from the 
definition. 

10.06 All that one can properly attempt to do is to give such a 
description of the legal concept as will enable others to know in a 
general way what one is talking about. It is possible to state the 
principal distinguishing characteristics of the concept so that others 
will have a general idea of the meaning: 

"A Trust is a fiduciary relationship with respect to 
etbpertys subjecting the person by whom the property is 
held to equitable duties to deal with the property for 


the benefit of another person, which arises as a result 
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of a manifestation of an intention to create that 

fiduciary relationship." (Ref. "Scott on Trusts", 

Vol. 1, Page 36.) 

It is obvious then that before any reasonable dialogue can 
be carried on about the proper and equitable way in which tax legisla- 
tion should affect Trusts, considerable research must be done so that 
the myriad uses and forms of Trusts can be recognized and distinguished. 
What may well be fair and equitable tax treatment for one type of Trust 
may not be for others. 

Under the present provisions of the Income Tax Act, no 
distinction is made as to the type of Trust being reported. The 
present Act recognizes the conduit principle of allocation of income 
and this, we believe, is a basic element which should be retained for 
those Trusts which might be defined as pure Trusts. 

The present Act allows a Trust, when computing its taxable 
income, to deduct from gross income that portion thereof which is 
either paid, or is payable, to a beneficiary in the year. The beneficiary 
must include in his income the amounts paid or payable in the year 
and pay tax at personal rates. Even if the income is not paid to the 
beneficiary in the year in which it is earned, but is nevertheless 
payable to him, he pays tax on it in that year and not in the subsequent 


year when he actually receives it. This provision was specifically 


designed to ensure that the Revenue Department could assess and collect 


tax on Trust income as earned and to prevent accumulation of tax-free 


earnings in Trusts. The provision has proven equitable both for the 


taxpayer and National Revenue, and we recommend its retention. 


In view of this, we find the statement in 5.56 of the White 


10.11 


10.12 
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Paper - "many Trusts do not pay any tax at all" to be misleading. 
It might be said of partnerships that "because a partnership is not 
taxed on income which is payable to the partners during the year, 
many partnerships do not pay any tax at all". 

Under the Act, all partnership income is allocated to the 
partners and is taxed at each partner's individual rate. 

Under the Act, all Trust income distributable is allocated 
to the beneficiaries and is taxed at each beneficiary's individual 
rate. 

Section 4.19 of the White Paper points out that "the closely- 
held corporation competes with proprietorships, partnerships and, of 
course, with other closely-held corporations, while the public 
corporation competes with other public corporations, both Canadian 
and foreign". 

Then, in Section 5.56, it is stated that "Some of these 
Trusts are in direct competition with widely-held public corporations 
and have as many beneficiaries (in this case usually unitholders) as 
some public corporations have shareholders". Unfortunately, "these 
trusts" are not defined and we can only conjecture as to the type 
of Trust being singled out, which we attempt to do in our technical 
paper 10A, entitled Investment Fund Trusts. This again points up the 
necessity to distinguish between the various types of Trusts. There are 
probably at least six major, broad classifications into which Trusts 


used in Canada fall. 


1. Testamentary Trusts 


These arise on death and are Trusts established by the Will 


of the deceased. As opposed to the estate being immediately wound up 
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on the death of the testator and the assets distributed to the 
beneficiaries, the estate assets, after debts, taxes, and specific 
legacies, are held by a trustee named in the Will, subject to the 
conditions of the Trust terms set out in the Will. The most common 
case requires that the assets be held by the trustee to produce 
income for the widow until her death, and upon her death that the 
trustee distribute the then assets amongst the children. An additional 
provision usually specifies that if any child is at the death of the 
widow under the age of 21, the child's share is retained in Trust by 
the trustee until the child attains 21. 

This is the basic form of Trust Will. Certain variations 
and extensions may be attached to the basic form to fit individual 
family circumstances. The foundation of these Trusts is asset 
protection and management. Under the present provisions of the Estate 
Tax Act there is neither a tax saving to, nor an additional tax burden 
on the creator of such a Trust. Under the present provisions of the 
Income Tax Act, all income earned by the Trust is allocated and paid 
to or on behalf of the widow and she pays income tax on it at her 
personal rate. We strongly urge the retention of the present provisions 
applicable to such Trusts as being equitable to both the general public 
and government revenues. 

Trust Wills are rarely drawn for estates under $50,000 
because to provide a reasonable annual living allowance for the widow, 
the trustee would have continually to draw on the capital of the fund 
making a viable investment programme very difficult. 

The larger the estate, the more likely it is to contain 


Trusts. ‘ 
sts Again, regardless of the size of the estate, there is no 
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particular tax advantage under the present Estate Tax Act or Income 
Tax Act to establish Trusts. They are established for protection 
and management purposes. 

10.49 2. Intra-Company Trust Funds 

These are called Common Trust Funds or Pooled Trust Funds. 

10.20 The average size of the personal and testamentary Trusts 
being administered by Trust Companies in Canada will be less than 
$150,000 net. Many will be less than $50,000 net. In order to provide 
small Trusts with the same degree of diversification and additional 
protection that larger accounts have, some companies have, where 
provincial legislation permits, established Common or Pooled Funds. 

10; 2: Only accounts under the administration of the particular 
company are permitted to participate. They are not open to the public, 
but are purely internal. 

POs 22 The particular Trust purchases units in such a fund at a 
market value established at frequent intervals, and all income earned 
by the fund is allocated at regular intervals to the participating 
Trusts. No fee is charged for the administration of the fund. The 
resulting income credited to the individual Trust is distributed in 
accordance with the terms of the Trust instrument to the beneficiaries 
and is reported as taxable income as in an ordinary Trust. 

Ives These funds have, and should have, no tax consequence. They 
are simply a highly efficient administrative function providing benefits 
for individual Trusts which the Trusts could not otherwise obtain: 

e.g. - wider bond or market participation, higher yields, no brokerage 


cost, diversification, high liquidity. 
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3. Personal Trusts 


These are distinguished from the Trusts dealt with in 
Section 4 because they are purely personal and generally have no 
business purpose connection. That is, their "raison d'étre" is not 
founded upon, or required by, any commercial involvement. They 
would include: marriage settlements; divorce settlements; Infants 
Protection Trusts; Trusts for the physically or mentally incapable; 
spendthrift Trusts; Life Insurance Trusts; Inter-vivos Gift Trusts; 
and so on. 

Some of these have tax effects: others do not. For 
example, there is usually no tax consideration in the establishment 
of Trusts for marriage settlement; divorce settlement; infant 
protection; mentaily or physically incapable; or for spendthrift 
Trusts. Rarely is the resulting tax consequence given any consideration 
whatsoever by the settlor. Some civil matter has arisen which requires 


asset management to be performed by a third party (the trustee) for 


the benefit of an individual who is incapable, or legally or contractuall 


prohibited from dealing with the assets directly,» Only: aL Trasth will 


serve the function. 


Others do have tax consequences and in many cases the settlor 


is very much aware what those consequences will be. 
Life Insurance Trusts are designed to permit the settlor to 


make cash settlements to the trustee, who is authorized to invest with 


a very broad investment power. The trustee may decide to apply for a 


life insurance policy on the life of the settlor and to pay the 


premiums from the cash settled in ithe Trust... The right of the Trust 
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beneficiaries to receive benefits from the Trust is distinguished 
from the date of death of the settlor and is usually contingent upon 
some other event; e.g. - the date of the twenty-first birthday of 

the youngest beneficiary or some similar event. Such a Trust can 
have an estate tax saving for the settlor. Usually there is no income 
flow so that income tax is not affected. 

10.28 Inter-vivos Gift Trusts or Inter-vivos Trusts for estate 
planning purposes may be designed to have tax saving features. It 
should be strongly emphasized that tax saving is not always the sole 
criterion, but it is possible there can be a tax consequence of some 
benefit to the settlor. In that a settlor can by the use of a properly 
drafted Trust, divorce himself of assets or cash, he may affect his 
own income tax position. But, if the Trust beneficiary is a wife, or 
a child under 19, the income earned in the Trust is attributable to the 
settlor under the present provision of the Act and no income tax 
saving can result. 

10.29 It should be noted that as a result of the 1968 Estate Tax 
and Gift Tax amendments whereby gifts are taxed on a cumulative basis 
and the gift tax rates dramatically increased, the use of these Trusts 
has been effectively reduced since the tax cost is now for all practical 
purposes prohibitive. We cannot see that such Trusts are now in any 
way a threat to government revenues and we urge retention afiethe 


present provisions applicable to them. 


10.30 4. Personal Business Purpose Trusts 


These include partnership Buy-Sell Agreements, usually funded 


by insurance held by a trustee; Stock Purchase Agreements — some of 
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which are funded by insurance held by the trustee, but in which, in 

any event, the stock is held in trust by the trustee; Business Sale 
Trusts in which the assets of the business are pledged by the purchaser 
to the trustee until full payment has been made to the vendor; Stock 
Voting Trusts and so on. 

There is no tax consideration involved in the setting up of 
these Trusts. They might be described as pure "Holding" Trusts in 
that the Trust has no function other than to hold assets until the 
happening of certain events, or to act as intermediary between the 
parties, Such Trusts have no effect one way or the other on tax 
revenues and should be distinguished in any tax reform proposals. 

5. Business Trusts Having Personal Purposes 

These would include such uses of the concept as Pension 
Fund Trusts; Employee Benefit Trusts; Profit Sharing Trusts; 
Registered Retirement Savings Plans. 

The expression "personal purposes" is used to distinguish 
these Trusts from the more commercially oriented Trusts described under 
the following heading. The Trusts under Section 6 might be said to 
exist for the commercial purpose which they cover. These Trusts have 
& personal purpose for an individual which is separate from any 
commercial object, even though the root relationship between the 
individual and the Trust is based on a business or commercial concern. 
Tax treatment of these Trusts is contained in other sections 


of the White Paper and need not be commented on here except to point 


out that the reform proposals, therefore, already distinguish between. 


6 
types of Trusts for the purpose of tax consideration. 


10.35 


10.36 


10.37 
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All such Trusts are required to be registered for income 


tax purposes and the "policing" requirement to eliminate tax avoidance 
schemes becomes relatively simple. 
6. Business Trusts 

These would include such uses of the concept as Corporate 
Trusts under bond financing arrangements; Investment Fund Trusts or 
Unit Trusts; Syndicate Trusts; Stock Escrow Trusts and so on. Invest- 
ment Fund Trusts, because dhediont variety and of the important 
implications of the White Paper proposals for them, are dealt with in 
a separate paper, 10OA. 

All these Trusts have been established and used as Business 
Interests Trusts. An example of a Syndicate Trust would be one formed 
by a group interested in promoting a mining exploration venture. 
Such a Trust is neither designed nor intended to give any tax benefit 
to the individuals. It is intended to provide intermediary protection 
for the capital contribution of the individual investor beyond that 
existing in partnership agreements, but without the rigidity, expense, 
and legal complexity of incorporating a company. Incorporation 
usually follows if the venture proves successful. If income is earned 
beyond that required for the venture's expenses, the surplus income 
is allocated by the trustee to the participating individuals under the 
normal taxing provisions and they pay tax at their individual marginal 
rates. The same venture could have been carried on as a partnership 


and, if so, surely no tax question would arise. Simply because the 


participants have elected to use another vehicle, short of incorporation, 


should there be a tax provision amounting almost to a penalty because 
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of the form of the organization? Unlike a corporation, the Trust 
has no form or substance beyond its participants. It is not a 
separate entity with a mind of its own as is a corporation. It 
expires when the venture expires. 
The conduit principle inherent in the Trust concept is 
valid, per se, and the proposal to treat a Trust as a corporation 
is ill-conceived and unfounded. Nowhere is this more aptly demonstrated 
than in the case of a Bond Trusteeship or a Stock Escrow Trust. Under 
a bond issue the trustee is the legal owner of the assets pledged by 
the borrowing company for the protection of the individual lenders. 
There is no other legal concept in any system of law which can perform 
this function of the fiduciary as efficiently. Yet the trust is 
not an entity separate from the function of that specific fiduciary. 
The Trust, unlike a corporation, exists for nothing more than that 
function, Generally speaking, it has no power, duties, obligations 
or liabilities until default occurs; and then, only to protect the 
rights of the lenders until the default is cleared or liquidation 
takes place to satisfy the claims. In similar vein, a Trust for 
the holding of a stock escrow is non functus except to issue stock 
deposited with it upon the happening of a certain event. We submit that 
frusts of this latter type should be excluded from any tax involvements 
other than the usual information reporting requirements where applicable. 
The six categories have been outlined in very general terms 
for the purpose of indicating some of the wide usage applicable to the 
simple word "Trust". We do not believe all Trusts should oy bawesety 


be : rs ad % 
treated the same for tax purposes, but, at the same time, we would 
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urge that reform legislation be predicated on the distinctions which 
do exist and must be recognized. A desire to bring certain types 

of Trusts into a particular taxing scheme on a basis comparable to 
that of corporations should not, even by accident, influence the 
treatment of other types of Trusts - e.g. Testamentary Trusts - with 
resulting inhibition of use or prejudice to the pure trust concept. 

The White Paper's concern with accumulation is surprising 
to us. On the basis of our autura Shee the first statement in Section 
5.57 is quite misleading. While it is true that accumulated income 
might bear less tax than if it were distributed, we are certain that 
in fact this is very rarely true. In the vast majority of cases, the 
accumulated income will bear significantly more tax than if it were 
distributed. This is so because distribution is almost always spread 
through a number of beneficiaries, each being entitled to personal 
exemptions, whereas the Trust pays tax as a single taxpayer at progressive 
individual rates, without the benefit of any exemptions at all. 

We are representative of the Trust Industry, but can find no 
substance for the statement in Section 5.57 to the effect that the 
number of accumulating Trusts has increased significantly during the 
past few years. A canvass of the leading Trust Companies and a number 
of leading legal firms failed to turn up any factual support for this 
comment. If it is true, it must be taking place in a part of the private 
sector completely hidden from the Trust Industry and from those 
of the larger law firms having a Trust practice. 


It happens that because of the operation of law, it is 


sometimes impossible to determine at 4 given point in time who are the 
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proper beneficiaries of a Trust. In such cases, the trustee is 
bound by law to accumulate until the beneficiaries are determined. | 
Or, the trustee may be placed under a duty to accumulate, as, for 
instance, if a Trust arises, either by intent or by operation of 
law, for an infant under the age of 21. The income being earned is 
taxed as earned in the trustee's hands at the progressive rates 
applicable to individuals without the benefit of any personal exemp- 
tions allowed to individuals. Such income is thus being taxed at 
higher rates than would normally be the case. 

Accumulation is governed by provincial law and in most of 
the provinces that law is quite stringent in its application. Because 
of this, we find it difficult to visualize that the privilege, if it 
can be called that, of accumulation has any undesirable effect on the 
tax revenue of this country. In fact, it appears that with all the 
other restrictive rules which have been developed to govern Trusts, 
some common law jurisdictions, (e.g. Australia), have completely 
dropped civil restrictions on accumulations. Particularly: in 
Testamentary Trusts, accumulation is, more often than not, a protective 
device afforded to the trustee - not to control income allocation for 
tax purposes, but to give the trustee a tool for the administration 
of his Trust; to vest in him a discretion so that he can better guide 
the development of a young beneficiary. We feel that arbitrary tax 
treatment is unwarranted. 

Probably the two simplest and best examples of legally 


essential uses of accumulating Trusts are Perpetual Grave Care Trusts 


and the Trust for an Invalid Wife. In both of these cases the trustees’ 
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expenditures are uneven. It is essential that the trustee be permitted 

to accumulate to meet future contingencies. Neither is a tax avoidance 
vehicle. Rather than having an ill effect on the economy of the 
country, they serve an essential and useful purpose in the general 
public interest. These examples again point up the necessity of tax 
measures having a specific relationship to the use and purpose of each 
particular Trust. 

10.45 We would point out that the provisions of the White Paper 
advocating a capital gains tax on the gross-up principle will create 
difficulties and inequity when that principle is applied to Testamentary 
Trusts. In administering a Testamentary Trust, the trustee must keep 
an even hand between his differing sets of beneficiaries, i.e. - the 
life tenant and the remainderman. The capital of the Trust Account will 
have capital gains or losses from time to time in the usual investment 
operation. As applied to the normal individual, the White Paper proposes 
to tax capital gains at a rate grossed up on the individual's personal 
income tax. But, in a Trust, the trustee is dealing with two entirely 
different people. The life tenant gets the income flow; the remainderman 
gets the capital. Under the present taxing provisions, the life tenant 
gets, and pays income tax on, income earned by the Trust; eventually, 
the remainderman gets the capital subject to whatever gains or losses 
have affected the capital during the administration of the Trust. 
Capital gains tax would normally be considered to have to be paid out 
of the capital of the Trust at the remainderman's ultimate expense. 


But, if the rate of tax applicable to the gain is to be determined on 


a gross-up basis, it would seem that the rate applicable to that gain 
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would have to be determined by some reference to the income earned 
by the Trust. This is obviously inequitable because there is no 
relationship between the income flow and the remainderman. We have, 
in Section 5.02 of this submission, recommended that capital gains 
tax be segregated and the gross-up principle be abandoned. If this 
recommendation were adopted, the problem of allocation of tax and the 
rate applicable to gains in Trusts would disappear. A capital gains 
in the Trust would be assessed at the capital gain rate applicable 
thereto and the tax paid by the Trust. We submit that this is equitable 
as between the life tenant and the remainderman and also equitable with 
the position of other taxpayers. 

If the provisions of the White Paper for the taxation of 
Trusts become law, they could have a damaging effect on the lives of 
many people whose sole livelihood is derived from Trusts established 
many years ago. The amounts of such Trust settlements were predicated 
on the tax laws as they existed at the time of settlement or death. 
Now, because of the intervening death of the settlor or testator, it 
is too late to supplement the Trust to take care of what may be an 
added tax burden on the beneficiaries. It might be said that the new 
tax law would have a retroactive effect on beneficiaries of Trusts 
which predate the effective date of the legislation inasmuch as they 
would have no Oppertunity to assemble resources to offset that burden 
as the normal taxpayer would have. We submit that such treatment would 
be discriminatory and inequitable, and we strongly urge that the present 


provisions of the Income Tax Act be applicable to Trusts which predate 


any new legislation, 
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a0) .47 In view of the nature of this paper and of the comments in 
the White Paper on Trusts, we have not attempted to indicate and 


underline specific recommendations in this paper. 
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INVESTMENT FUND TRUSTS 


In this part of our brief, we are concerned about a variety 
of pooled investment fund trusts, operated by trust companies, which 
appear to be affected by Section 5.56 of the White Paper. The 
proposals of Section 5.56 lead in turn to those of Sections 4.61 
and 4.62, which propose that open-end mutual funds be treated as widely- 
held corporations and provide special rules concerning them. We feel 
that we should restrict ourselves in this paper to our own funds. We 
will briefly describe them and then discuss the proposals contained 
in the three above mentioned sections of the White Paper as they seem 
to affect the trust company funds which appear to us to be involved. 

The descriptions of Trusts in Section 5.56 of the White 
Paper might be deemed to apply to several kinds of trust company funds, 
although the section is too inexplicit to identify its effect on any 
single fund with accuracy. However, the following types of funds 
issue redeemable units and so might be involved: 

1. Investment Funds ' 

2. Pooled Pension Funds 

3. Common Trust Funds 

4. Pooled Funds for Registered Retirement 
Savings Plans. 

Trust companies, for many years, have operated (pooled) 
investment funds as a means of providing professional investment 


management services for their clients at a reasonable cost. These 


investment funds, to our knowledge, have been invariably established 


as) Trusts. 
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10A .04 Pooled pension funds are operated by trust companies to 
provide a convenient means of investment for smaller pension funds. 
They, too, are Trusts and their size is now such that larger pension 
funds make some use of their units in their investment programmes. 

10A.05 Common Trust Funds are authorized under the federal, and 
several provincial, trust company Acts. In practice their use is 
limited to Ontario, where their units are employed by estates (normally 
smaller ones) and trusts, under provincial regulation. 

10A.06 Special pooled trust funds are operated by a number of 
trust companies solely for the use of Registered Retirement Savings 
Plans. Like the other funds discussed here, redeemable units are 
employed. 

10A.07 We return now to our investment funds, to identify some 
problem areas created by the proposal to treat trust company pooled 
funds as corporations. Since fifteen of our member trust companies 
regularly report to us on about thirty-two investment funds, we will 
use those to illustrate a point. Of these funds, about fifteen are 
designed to invest primarily in Canadian stocks; five to invest in 
foreign, mainly American, stocks; five to invest in 
Canadian stocks and in interest bearing securities and eleven 
concentrate on bonds and debentures, with or without mortgages, or 
invest in mortgages alone. These eleven funds are "income" funds 
used by persons seeking a combination of security and income. 


10A.08 Typically, all of these funds are valued once a month - one 


is valued twice a month - at which times only may units be purchased 


or redeemed. Typically, too, the fund units are available only at the 
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trust company's offices, no special sales force being employed. 


We must assume from the wording of Section 5.56 of the 
White Paper that the four types of trust company funds, which we 
have mentioned above, would be treated as corporations. We make the 
further assumption that our investment funds would be treated 
as widely-held corporations and would be taxed in the same manner 
as incorporated mutual funds. The probable status of the other three 
types of trust company pooled funds which we have described is a 
matter of speculation for us. 

There is no specific reference in the White Paper to the 
pooled investment funds operated by trust companies. Section 5.56 
of the White Paper refers, however, to Trusts which are Vinedirect 
competition with widely-held public corporations and have as many 
beneficiaries (in this case, usually unitholders) as some public 
corporations have shareholders". The Section continues with a 
proposal that a Trust be treated for tax purposes as a corporation 
if it has issued transferable or redeemable units; and, if the unit- 
holders are sufficiently numerous and the marketability of the units 
so warrants, it be treated as a widely-held corporation. The Section 
concludes by stating that if such a Trust were a mutual fund, it would 
be taxed in the same manner as an incorporated mutual fund. This 
statement has the implication that some funds are and some are not 
mutual funds. There is nothing, however, to clarify it. 

Section 4.61 of the White Paper observes that open-end 
mutual funds, among others, would fall within the proposed definition 


of acwi = F 
a widely-held corporation and that, as a result, mutual fund share- 
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holders would receive the dividends that flow through the fund subject 
to the same tax as if they had received those dividends direct. Section 
4.62 makes special provision in respect of capital gains realized by 

a mutual fund. 

We must take issue at once with the proposition that investment 
fund trusts of trust companies should be treated for tax purposes as 
widely-held corporations. It presumably stems from the premise set 
forth as the last sentence of paragraph 4.61 of the White Paper: "The 
relationship of the shareholder of the mutual fund to his corporation 
is much the same as that of shareholders of other public corporations 
to their corporations", which, by the operation of paragraph 5.56 of 
the White Paper, serves also as a basis for the treatment of those 
investment fund trusts which may be deemed to be mutual funds. In 
fact investment funds operated by trust companies are not analogous to 
a public corporation: nor are their unitholders comparable with share- 
holders of a public corporation. The funds and their unitholders have 
unique characteristics which distinguish them. Examples of such 
characteristics are: 

a) that the only consumers of the service provided by 

the funds are the unitholders themselves; 

b) that the unitholders have the right to claim from 

the fund, the cash value of their equity interest 
and have no other rights; 

c) that the units of the funds are not listed on stock 

exchanges (a prime ingredient of the White Paper's 


proposed definition of a widely-held corporation) ; 
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nor are they traded in the same sense as are 
shares of public corporations; 

d) that limited liability is of no value to a fund 
conforming to the regulations imposed by provincial 
securities commissions. 

The only valid analogy of which we know, in respect of an 
investment fund trust of a trust company, is that of the single large 
investor who employs investment counsel, for a fee; with full discretion 
to manage his portfolio. The relationship between such an investor 
and his investment counsel is the same as that between the unitholder 
and the trust company. The effect of the White Paper proposal to treat 
investment fund trusts as widely-held corporations thus imposes a tax 
burden on the small investor not borne by the large single investor, 
as will be demonstrated further on in this paper. 

The Income Tax Act as it exists acknowledges the peculiar 
status of investment funds, other than those falling within the 
definition of "investment companies", contained in Section 69(2), by 


imposing no tax on their income. In the case of "investment companies” 


a 21% tax is imposed, but it is largely (though not entirely) recoverabl 
by the shareholder through the 20% dividend tax credit. 

Paragraph 4.32 of the White Paper states that a tax system 
"should collect the same tax on the investment income of a Canadian 
individual whether he holds his investments directly or whether he 
holds them through a personal holding corporation". The same principle 
is of course, also inherent in paragraph 4.61 with respect to the flow 


through of dividends on shares held by mutual funds. The White Paper 
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agrees in paragraph 4.62 that fund share or unitholders should not 


be put in the position of having to pay tax on capital gains realized 


by their fund on the sale of shares of public Canadian corporations 


greater than if they realized their proportion of the gains direct. 


Taxation of all forms of income from other sources routed through 


investment funds should surely be governed by the same principle. The 


failure to apply the principle in the context of gains or income from 


other sources, which results from treating an investment fund as a 


widely-held corporation, produces a number of serious anomalies: 


a) 


b) 


While Canadian taxes paid by the fund in respect of dividends 
or capital gains from widely-held Canadian corporations would 
be fully recoverable as a tax credit by taxable Canadian 
resident participants, Canadian taxes paid on all other 

forms of income, including interest payments and foreign 
dividends would be recoverable only to the extent of one-half 
the tax paid. Consequently participants in a fund invested 
entirely in interest-bearing bonds and mortgages will retain 
after tax only about 75% of the net income they would retain 
if they held the securities directly. The penalty would be 
so heavy as to obliterate any advantage the participant now 
has in holding fixed income securities through an investment 
fund and he would be obliged to cash in that holding and 
substitute other investment. The effect of the tax, intended 


or not, would be to prohibit a fund from investing more than 
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a marginal amount of its assets in interest-bearing investments. 


While taxes paid by a fund on realized capital gains described 
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above would be fully recoverable as a credit by taxable 
Canadian residents, they would not be recoverable by foreign 
participants, or by non-taxable Canadian investors such as 
charitable funds or Retirement Savings Plans by virtue of 
paragraph 4.60 of the White Paper. Thus, both these classes 
of participants would be subject to tax liabilities to which 
they would not be subject if they held the underlying assets 
of the funds directly. This again is quite inconsistent with 
the principle inherent in paragraph 4.62 of the White Paper. 
Non~taxable Canadian investors investing directly in foreign 
securities would, under the White Paper proposals, retain the 
whole amount of dividends or interest from those securities, 
less any withholding tax deducted at the source. Should the 
same investor receive those payments via a fund, however, 
their net receipts would be reduced to only 50% of the amount 
of dividends or interest originally received by the fund, the 
difference being accounted for by non-recoverable Canadian 
tax paid by the fund. The consequences of the White Paper 
proposals therefore will be to bar tax-free investors from 
investing in funds, since the net return available to them 

in terms of both income and capital gains would be substantially 
Sreater if they owned the underlying securities directly. 
This is particularly unfortunate for individual Retirement 


Savings Plans for which, tax considerations aside, funds offer 


many desirable advantages, 


Under the proposals funds would pay tax on realized capital 
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gains, presumably on a quarterly basis. The tax may be 
recovered as a tax credit only if the gains on which the tax 
was paid are actually distributed. Since composition of lists 
of participants is continually changing, we see great difficulty 
in ensuring that capital gains and the associated tax credits 
are properly attributed to the participants to whom they should 
accrue. The distribution of capital losses would present even 
more difficult problems. An investor who sells shares of a 
widely-held corporation at a loss is entitled to deduct one- 
half the loss from his taxable income. If the loss is suffered 
by a fund of which he is a shareholder, it should be possible 
for him to utilize this loss in the same way. The proposals 
seem to offer no mechanism by which this might be done. 
10A. 20 Under the present Income Tax Act, provided that income of the 

Trust is fully distributed, participants are taxed in exactly the same 

manner as if they held the assets directly. This statement applies to 

all of the four types of funds described in this paper. 

10A.21 This arrangement appears to be completely satisfactory and 

we are at a loss to know why it should be abandoned and replaced by 

treating investment funds trusts of trust companies ~ to which we are 

limiting our comments in this paper - as corporations, an action which 

would add to administrative costs, reduce return to investors, introduce 

serious discriminations and even threaten the existence of some or all 

of the funds so treated. 


10A.22 It might be considered that the conduit principle might be 


applied by utilizing the proposals set out in paragraph 4.21 of the 
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White Paper, whereby a closely-held corporation could elect to be 
taxed as a partnership. The proposals, however, do not provide this 
choice if a fund were deemed to be a widely-held corporation. Even if 
this problem did not exist, the option would hardly seem to be practical 
for the holders of a fund of any significant size. Furthermore, the 
second requirement’ of paragraph 4.23 of the White Paper is inconsistent 
with full recognition of the conduit principle. Participation in an 
investment fund is the least objectionable form of investment in 
Canadian enterprises by foreigners, who should be subject to normal 
withholding tax on income distributed but not, we maintain, to tax on 
capital gains. In our view the use of the partnership concept is 
unattractive, partly because it is an artificial device and partly 
because it raises more difficult technical problems than does the 
Trust concept. 

The realizable value of our investment fund trust units is 
quoted at regular intervals and reflects realized or unrealized 


capital gains made by the fund. It would appear, therefore, that 
there is no necessity to tax such gains in the fund itself and to 
establish the need for a complex system of credits. The gains are 
automatically reflected in the value of the holding of the unit. It 
would be quite practical for the trust company to report to the unit- 
holder his capital gain as is now done for other items needed for the 


income tax reporting of the unitholder. 


The Committee should give serious consideration to the effect 


of the proposals for taxing investment fund trusts as corporations, 


on the supply of mortgage funds. Such Trusts, established as high 


10A. 25 
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yield investment vehicles in the mortgage field, have proved to be 


very popular with the small investor who has been, until the establishment 
of such funds, precluded from this field because of the technicalities 
involved and the initial rather large amounts of capital required. 

Very large sums have been generated through this concept and applied 

to the housing industry with wide public approval. Because precise 

rules have not been set out in the White Paper, we have had to make 
certain assumptions, but it ney ee apparent from calculations we have 

made that implementation of the proposal would result in a serious 

tax penalty for holders of units of such funds as compared to the direct 
ownership of fixed income producing securities. We cannot agree that this 
represents equitable and equal tax treatment. We submit that the conduit 
principle inherent in the Trust concept is valid, per se, and the 


analogy of a Trust to a corporation is ill-conceived and unfounded. 


Recommendations: 


a) We recommend that investment fund trusts of trust companies 
continue to be treated for tax purposes as at present and 
not be treated as corporations. 

b) That consideration be given to 4 requirement that both 
income and capital gains be distributed in full at least 
once a year to effectively place participants in the same 
position as direct investors. 

c) That fund participants be permitted to take advantage of 
net capital losses suffered by their fund, which coule DS 


accomplished by allowing participants to write off the loss 


Standing Senate Committee 


37: 150 
against other taxable gains providing that they reduce | 
the book cost of their fund units by’ the’ same \snount» | 
Alternatively, the fund might be permitted to carry 
forward realized losses as an offset against future 
10A.26 Conclusions i 
The White Paper proposals as they apply to investment funds 
appear to be inadequately thought out and are based on a mistaken 
concept of the real function of such funds. They are not only 
inconsistent with many of the principles set out in the proposals 
themselves but they introduce inequities in the treatment of investors 
of modest means compared to investors with substantial portfolios. 
The degree of discrimination depends, without any justification, upon 
the nature of the assets held by the fund. If implemented the proposals J 
would add significantly to the costs of administration borne by 
participants, with no corresponding fiscal benefit. 
10A. 27 Elimination of all taxes payable by the fund itself, subject 


to regular distribution of income and capital gains to participants, 


would be consistent with the general intent of the proposals without 


adding unnecessarily to administration costs. 


EE 
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PROPOSED TREATMENT OF NON-RESIDENTS, NON-RESIDENT OWNED INVESTMENT 
CORPORATIONS AND TRUSTS FOR NON-RESIDENT BENEFICIARIES 


We are concerned with the proposed treatment of non-residents. 
The contribution to_the development of our Canadian economy and standard 
of living by the non-resident investor has been immense and on a scale 
probably unequalled elsewhere in the western world. Much of this 
investment has been of a long term nature and as such has not been 
withdrawn in the face of short term fluctuations in economic conditions. 
It was invested here in the expectation of economic growth, political 
stability and reasonable taxation. 

That our government is concerned by the general extent of 
foreign ownership of our economy is not surprising. That its response 
is to propose discriminatory taxation of non-residents to an extent that 
exceeds the norms of most international treaty arrangements is not only 
surprising, but appears to be discriminatory and self-destructive. 

The proposals to tax capital gains at income tax rates and 
to subject substantial holdings of widely-held Canadian corporations 
to quinquennial capital gains levy are as unwelcome to non-residents 
as they are to residents. We deal with these proposals elsewhere in 


this brief. 


We recommend that capital gains on the sale of shares in 
non-resident owned Canadian closely-held companies and 
in substantial holdings of Canadian widely-held companies 
by non-residents be not subject to capital gains tax. 


The taxation of such gains appears to be in contravention of 


our principal tax treaties, and the willingness of our international 


trading partners to tolerate such an extension of taxation 1s questionable. 
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It is doubtful if it will be enforceable by requiring the underlying } 
Canadian corporation to complete "certificates of compliance" on 
share transfers as is proposed. We believe that such taxation of 
shares in the hands of non-residents will make Canada uncompetitive 
in the world market for development capital. One argument put forward 
by the White Paper for such taxation is to protect the revenue in the 
event of integration of corporate and personal taxes. The integration 
proposal contained in the White Paper is questionable in various 
details and in any event its protection cannot justify such an inter- 
nationally radical solution. Other means of avoiding provision of 
loopholes surely can be devised. It would be interesting to know the 
government's estimate of revenue from the capital gains taxation of 
non-residents shareholdings and whether this has been a significant 
factor in advancing this proposal. 
Non-Resident Owned Investment Corporations 

The White Paper states that such corporations are "convenient 
holding devices for foreign investors in Canadian securities". In our 
experience they are principally that, having provided a vehicle for 
foreign investment in Canada and elsewhere for many years. They are 
a considerable source of capital investment in Canada. In addition, 
they provide revenue and employment through taxation, commissions and 
servicing fees. 
Froposed Treatment in Relation to Non-Residents 

The reference to non-resident owned investment corporations 


in the White Paper (6.40) is inexplicit. Clarification by government 


officials indicates that: 


11.08 
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1. they would be subject to tax at a 25% flat rate with 
no reduction to treaty rates where control is in a 
treaty country. 

2. all capital gains would be taxed at the 25% rate as 

in 1 above, including gains on sales of widely-held 
Canadian corporations, regardless of the size of the 
interest. 

These proposals are in contrast to the proposed treatment of 
non-residents where: 

1. withholding tax would be increased to 25% for 

residents in non-treaty countries but will remain 
at a maximum of 15% for residents of treaty countries. 
2. capital gains tax would not be payable on gains from 
the sales of shares of a widely-held Canadian corporation 
where the non-resident's interest is less than 252. 

An example of the effect of this different treatment of a 
typical non-resident owned investment corporation compared to that of 
the non-resident is attached as Appendix A of this paper. Le Cat ae 
seen that the effect will surely be to tax this "convenient holding 


device" out of existence. 


Beneficiaries of Non-Resident Trusts 


Canadian Trusts are subject to Canadian income tax at 
personal rates to the extent that such income is not payable to 


beneficiaries. Income payable to beneficiaries is taxed at the 


i i i d to 
beneficiaries' personal rate. It follows that income distribute 


non-resident beneficiaries of Canadian Trusts is at present subject 
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only to a 152 withholding tax. Dividends received from non-resident 
owned investment corporations by Trusts that have only non-resident 
beneficiaries are not subject to further tax in the, Trusts hands’. 
Any distribution of such income by the Trust is not subject to with- 


holding tax, it having been taxed in the corporation. This is in accord 


with the treatment of Trusts as conduits for income tax purposes. 


abl ie eat Recommendations on Non-Resident Owned Investment Corporations 
1. That the income of the non-resident owned investment corporation 
be taxed at a rate equivalent to the withholding taxy irate applicable 


to the country of residence of the non-resident shareholder. 


2. That capital gains in a non-resident owned investment corporation 
be taxable only if such capital gains would have been taxable had 
they been realized directly by the non-resident shareholder. 
Furthermore, such capital gains should be taxed at the rate which 
would have been applicable had the capital gains been realized 
directly by the non-resident shareholder. 


3. In order to place the non-resident shareholder in the same 


position as if he held the assets directly, we believe that no 


Canadian tax should be exigible on foreign holdings of non- 
resident owned investment corporations. Any additional tax 


liability would be a matter between the non-resident owner and 
: SSS EE ee eee ire eee 2 one 
the foreign government concerned. 


That +1 PRAT fre 0 : A c 
That the provision exempting the income of a non-resident owned 


Anvestment corporation from further tax, when that income is 
-otion from further tax, when that income is 


paid to the foreien shareholder, or to a Trust for the benefit 


of a non-resident, be maintained. 
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APPENDIX A 


EXAMPLE 


Non-Resident Owned Investment Corporation with 
Net Assets of Approximately $6,000,000. all 
Invested in Canadian Securities 


11.114 1. Present Treatment 


Dividend Income $154,000 
Interest Income 2,000 

156 ,000 

Less: Operating Expense 20 ,000 
136,000 

Less: Tax. (152) 20 , 400 
After Tax 115 ,600 
Capital Gains 271,000 

Total After Tax $386 ,600 


11.11B 2. Proposed Treatment 


Dividend Income $154,000 
Interest Income 2,000 
156,000 

Less: Operating Expense 20 ,000 
136 ,000 

Capital Gains ** 271,000 

407 ,000 

Less: Tax (252) LOLs) 00 
After Tax $305, 250 


11.11C 3. Proposed Treatment of Non-Resident Investor With Identical 


Portfolio 
Treaty Non Treaty 
Dividend Income $154 ,000 
Tak (i0z 9 *° 15,400 (202*) $ 30,800 
Interest Income 2,000 
Tax LOA) 300 (252) 500 
Total Tax S Lo, 700 3.65 900 


——————— 


* 5% reduction in rate of tax on dividends from corporations 


having a prescribed degree of Canadian ownership. 


*k Capital gains from "widely-held" Canadian corporations. 
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ON GIVING UP CANADIAN RESIDENCE 


The White Paper proposes a deemed realization of capital 
gains for tax purposes, effective for valuation on the date of 
leaving Canada. It also proposes a new withholding tax of 252% on 
pensions paid to Canadians who become non-residents, subject to 
"lower or higher rates if the circumstances of the recipient warrant". 
No explanation is given as to how such rates would be determined. 

The withholding tax proposal would not override Canada's existing tax 
treaties and it is proposed to reduce the suggested new rates to 15% 
under new treaties. It may be assumed, for the purpose of this brief, 
chat a Canadian, becoming a non-resident and in receipt of pension 
payments, would be subject to withholding tax of 15% if his country 

of residence were one having a tax treaty with Canada and to 25% (or 
more or less according to the unknown circumstances mentioned in the 
White Paper) if his country of residence had no such treaty. 

We view these proposals with concern. They suggest a 
proprietary interest on the part of the government in all Canadians 
and the deliberate use of tax devices to limit individual mobility 
and to prevent or hinder departure from Canada. 

The proposed deemed realization of capital gains has been 
described as a fee for an exit visa. As we have said elsewhere in 
this brief, a deemed realization of eapital gains for tax purposes 
amounts to a capital levy, not a capital gains tax. To have such a 
threat hanging over the head of a Canadian who wishes to, or for 
business or other reasons must, leave the country is to hinder a 


mobility which Canadians have until now enjoyed. The impact of the 


12.04 
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proposal on foreigners coming into Canada for a few years and for 
Canadians transferred abroad, particularly with the likelihood of 
return, would be most disturbing. 

The proposed new withholding tax on pensions is explained 
on the grounds that it is intended to maintain tax exemption for 
contributions to registered pension plans and for their investment 
income in the expectation that payments out of the plans will be taxable. 
The Royal Commission, which made a somewhat similar proposal, but with 
a recommendation of rates in the 30% to 40% range, said frankly in their 
report that it was probably necessary to collect such a tax to prevent 
the emigration of Canadians. It is this aspect which is repugnant to 
us. Canadians have not had to face such situations heretofore and it 
would be most unfortunate if such an attitude were to be translated into 
actual policy in this country. Whatever the logic of the proposal, it 
must be weighed against the severe consequences on individuals, who 
should continue to enjoy the rights of mobility. The most common 
reason for a retired person leaving Canada is a combination of health 
and climate. 

Neither of the proposals is very likely to affect the young 
who wish to try their fortunes elsewhere, nor are they likely to affect 
unduly those of sufficiently ample private means. The main impact will 
be on those who must rely mainly on pension income after retirement, 


perhaps supplemented by their own savings. 


We, therefore, recommend that there be no deemed 


realization of capital gains on leaving Canada and 
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that no withholding tax be levied against pensions 
paid to non-residents from registered plans. 


All of which is respectfully submitted. 


The Trust Companies Association of Canada 


C.F. Harrington 
President 
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MEMBERS OF THE TRUST COMPANIES ASSOCIATION OF CANADA 


TRUST COMPANIES 


Administration and Trust Company 
Canada Permanent Trust Company 

The Canada Trust Company 

The Central Trust Company of Canada 
City Savings and Trust Company 
Co-operative Trust Company of Canada 
Crown Trust Company 

Guaranty Trust Company of Canada 
Hamilton Trust and Savings Company 
International Trust Company 

The Lambton Trust Company, Ltd. 

The Lincoln Trust and Savings Company 
The Metropolitan Trust Company 


Montreal City & District Trustees Ltd. 


Montreal Trust Company 

National Trust Company, Limited 
Northland Trust Company 

North West Trust Company 

The Nova Scotia Trust Company 
Rideau Trust Company 

The Royal Trust Company 

Savings and Investment Trust Company 
Société Nationale de Fiducie 
The Sterling Trusts Corporation 
Trust Général du Canada 
Victoria and Grey Trust Company 
Yorkshire Trust Company 


MORTGAGE LOAN COMPANIES 


Canada Permanent Mortgage Corporation 
Crédit Foncier Franco-Canadien 
The Huron & Erie Mortgage Corporation 


The Eastern Canada Savings and Loan Company 
The Lambton Loan and Investment Company 

The Nova Scotia Savings and Loan Company 

The Royal Trust Company Mortgage Corporation 


Montreal, P.Q. 
Toronto, Ontario 
London, Ontario 
Moncton, N.B. 
Edmonton, Alberta 
Saskatoon, Saskatchewan 
Toronto, Ontario 
Toronto, Ontario 
Hamilton, Ontario 
Toronto, Ontario 
Sarnia, Ontario 
Niagara Falls, Ontario 
Toronto, Ontario 
Montreal, P.Q. 
Montreal, P.Q. 
Toronto, Ontario 
Timmins, Ontario 
Edmonton, Alberta 
Halifax, N.S. 
Ottawa, Ontario 
Montreal, P.Q. 
Quebec, P.Q. 
Montreal, P.Q. 
Toronto, Ontario 
Montreal, P.Q. 
Lindsay, Ontario 
Vancouver, B.C. 


Toronto, Ontario 
Montreal, P.Q. 
London, Ontario 
Halifax, N.S. 
Sarnia, Ontario 
Halifax, N.S. 
Montreal, P.Q. 
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APPENDIX “B” 


BRIEF 
TO 


HOUSE OF COMMONS STANDING COMMITTEE 
ON FINANCE, TRADE AND ECONOMIC AFFAIRS 


AND 


SENATE STANDING COMMITTEE 
ON BANKING, TRADE AND COMMERCE 


ON 


THE WHITE PAPER ON TAX REFORM 


BY 


THE TORONTO REAL ESTATE BOARD 


MARCH 1970 
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This submission is made on behalf of The:Toronto 
Real Estate Board. This Board is a member in the Canadian 
Association of Real Estate Boards and its membership com- 
prises approximately 25% of the total membership of all the 
Boards in Canada or approximately 6,400 individuals and cor- 
porations. The membership of The Toronto Real Estate Board 
is made up of salesmen, appraisers, real estate brokers, 
officers of real estate corporations and real estate managers. 
Each in his different way has an interest in the effects of 
the White Paper and in some instances the impact of the White 


Paper differs materially from group to group. 


While it is realized that submissions will be made 
by the Canadian Association of Real Estate Boards which will 
treat the impact of the White Paper on the real estate industry 
throughout Canada, certain portions of this brief will inevitably 
touch upon Sone of the same areas. However, as far as 1S 
possible, this submission is limited to the effect of the White 
Paper upon the real estate activities in the Toronto area as 


represented by The Toronto Real Estate Board. 


22267—11 
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Also insofar as possible, every effort has been 
made to eliminate petty and inconsequential criticism and 
to limit the presentation to those areas which the members 
of TREB feel should be altered and are capable of altera- 


tion pursuant to the recommendations herein made. 


It may be remarked that the underlying theme 
of this submission is that the adverse effects of the 
White Paper on the real estate community will have even 
more adverse effects upon rental housing. Part of the 
objective of the arguments put forth herefollowing is to 
bring to the attention of the Government the plight of 
rental building and the consequent diminution of available 
housing and increase in rental costs, should the White 
Paper bear upon the real estate world with the full and 


suffocating weight of its present form. 


Since a final and more comprehensive submission 


will be made by the Canadian Association of Real Estate 


Boards, TREB will limit its points to the following: 


Capital Cost Allowance Changes 


Taxation of Principal Residences 


Rates of Tax 


Banking, Trade and Commerce 


Income Averaging 
The Individual Rate Schedule 


Top Rate of Tax Should be 
Reduced Immediately 


Other Items Affecting the Real 
Estate Community: 


Setoff of Mortgage Interest 
in Special Circumstances 


Removal of Low Corporate 
Tax Rate 


White Paper Effects on 
Foreign Investments in 


Canadian Real Estate 


Taxation of Capital Incre- 
ment of Emigrants 


Capital Gains Tax 


Expense Accounts 
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CAPITAL COST ALLOWANCE CHANGES, 

The capital cost allowance proposals contained in 
the White Paper as they pertain to real estate can be 
divided into two categories: those of a general nature re- 
ferred to in paragraph 5.14, and those of a particular 
nature, apparently aimed at specific loopholes in the exist- 


ing system, contained in paragraph 5.17. 


With respect to the proposal contained in 
paragraph 5.14, and noting that the Government intends in 
due course to invite briefs on the depreciation system and 
rates of capital cost allowance, our recommendation is that 
the present system be not altered in any major particular. 
This recommendation goes to the nature of the system as 
well as to the rates of capital cost allowance. The only 
alterations we would recommend will be those necessary to 
permit the deduction of "nothings", intangible assets and 
other items in the so-called "gray area" which we under- 


Stand that the White Paper intends to remedy. 
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Insofar as the capital cost allowance system 
itself is concerned, it must be borne in mind that the 
diminishing balance basis was introduced during the 
Deputy Ministership of Mr. V. W. Scully, C.A., an 
eminent chartered accountant, after many years of study 
and consideration by all concerned. It is submitted that 
nothing has patina since the introduction of the system 
which does other than confirm the wisdom of Mr. Scully's 
approach and the suitability of the system to the Canadian 


tax scene. Accordingly, and for these reasons, it is strongly 


recommended that the system itself not be changed. 


There is an implication in paragraph 5.14 that the 
rates of depreciation are too generous and that the Government 
believes that "After twenty years of the system it is time for 
a review. However, depreciation is an important aspect of the 
tax system and taxpayers should have an opportunity to put for- 
ward their views and experience before major changes are 


considered", 
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It is interesting to note that while the Carter 

Commission Report anticipated the White Paper in considering 
the possibility that the rates of depreciation might be on 
the generous side, it discarded the notion of altering the 
rates in the interests of simplicity as well as because of 
the acceptance of the fact that liberal rates encouraged 
taxpayers to maintain and up-date buildings, machinery and 


equipment. 


In Volume 4 at page 240, The Carter Report 


states: 


"Liberal allowances are probably inherent 
in any simple system, and the present 
rates therefore appear generally to be 
Satisfactory. As we suggested in chapter 
4, a degree of liberality here can be 
accepted becatise it would probably assist 
in economic growth. We therefore recom- 
mend that the basic system of capital 
cost allowances for depreciable assets 


and the general level of rates remain 
unchanged." 


We feel that we can say nothing further on this point save 


to wholeheartedly endorse the sentiments above expressed. 


The White Paper is not content, however, with 
dealing with capital cost allowance in general, and para- 


graph 5.17 contains a three-pronged attack upon a so-called 


"loophole", 
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Quite apart from the question as to whether or 
not a true loophole exists, and if it does exist whether 
it should be closed, we strongly dispute the wisdom of 
closing it by the means suggested. The proposals in 
paragraph 5.17 are more than deterrents and will, in our 
opinion, have a detrimental effect upon the provision of 


rental housing facilities and commercial properties. 


The "loophole" sought to be closed is indicated 
in paragraph 5.16 which says that many taxpayers who would 
otherwise be in quite high tax brackets have become landlords 
so as to reduce or eliminate their tax burden by claiming 
the maximum depreciation on their buildings. The objection 
appears to be that such a taxpayer can never be brought to 
account through recapture of his depreciation taken since he 
may continually replenish the class of asset by acquiring 
another and thus postpone the recapture for a long period of 
time. If he succeeds in doing so until his death, then his 
heirs will inherit the depreciable property without recapture 


at market value. This, the authors of the White Paper 


t 


evidently consider to be an undesirable thing. 
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It is submitted that if there is a loophole in 
the described circumstances, it only exists by virtue of 
the ability of a decedent to pass on fully depreciated pro- 
perty at a fair market value without recapture to his 
estate so that his heirs may benefit by starting their 
capital cost de novo from the increased base. The 


cure suggested may have more far-reaching and serious 


effects than the loophole itself. 


In the first instance, the provisions in the 
existing Income Tax Act have operated as an incentive 
to encourage many small investors to invest in rental 
properties and have thereby provided needed housing for 
a great number of Canadians, If these provisions are 
withdrawn to-day, we foresee a substantial reduction in 
the amount of private capital committed to rental housing 
with a resultant significant increase in the level of 
rents. *It is estimated that private investors own 57% of 
all the apartment buildings and 30% of all the rental suites 


in Metropolitan Toronto, with the balance held by developers. 


* Source: Teela Market Surveys 
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The White Paper proposes to eliminate the above 
so-called abuses by three suggestions, First, that an in- 
heritor of real property should not be entitled to depreciate 


it at fair market value but should inherit it at the un- 


depreciated capital cost of that property to the deceased. 


Secondly, it is suggested that a taxpayer of 
the kind described should be prohibited from deducting from 
his other income any loss created by capital cost allowance 


as a result of holding real property. 


Thirdly, it is proposed that a separate 
depreciation class be created for each rental building 


costing $50,000.00 or more. 


The effect of these proposals will be to make real 
estate, as a particular item, a most undesirable investment 
for the long hold. A substantial portion of the private 
capital available for investment in this area of the economy 
will be discouraged, particularly from the development of 
apartment buildings, duplexes and other residential properties 


To the extent that this occurs, rents 


r 


of a multiple nature. 


will increase. Examples of this are provided in attached 


Exhibit "A". 
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Since the inception of the Canadian income tax 
law, individual taxpayers have been assessed in respect 
of one overall income, being the aggregate of his incomes 
from all sources reduced by expenses and losses from what- 
ever source, The proposal here considered is the first of 
a number that may lead to a serious compartmentation of 
individual incomes, To the extent that this is attempted, 
it will complicate the assessment procedure, render less 
realistic the tax impact and the allowances for expenses, 
as well as blur determination of income. It also runs 
counter to the general proposal to extend the income con- 
cept to income from every source including capital gains. 
It thus appears to be an anomaly if not an aberration in the 
proposals, which, quite apart from its economic implications, 
would seem to be inequitable when measured by the standards 
of equity sought to be maintained throughout the White Paper. 
In short, it is felt that any proposal which drives private 
Capital away from the creation of rental premises in the 


Toronto area is undesirable and at this particular stage 


ie 
Os the development of the area extremely damaging. 
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An example of this is readily available from the 
experience of this group. It is our belief that apartment 
projects are now selling in the Toronto area at an un- 
realistically low rate of return, This is undoubtedly 
largely due to the capital cost allowance benefits that 
many private investors now enjoy. In the event that these 
benefits should be removed, an individual investor under 
the present proposals needs to obtain a much more com=- 
petitive rate of return when compared with other types of 
investment. In order to achieve this from rental property, 
rents themselves would have to be increased to provide the 
higher yield unless construction costs and interest rates 
could be brought down (Exhibit "a"). It is scarcely de- 
serving of comment that the latter is most unlikely to happen 


in the foreseeable future. 


The foregoing illustrations indicate the degree of 


deviance from the proposition which we first exposed that an 


individual and a corporation's income is customarily treated 


as a global amount regardless of the number of sources. 
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Compartmentation of income for any taxpayer or 
group of taxpayers leads only to confusion as the English 
courts have so often aptly said. In addition, the question 
might well be asked as to why real estate should be treated 
differently from any other commercial commodity. In all 
other businesses, income is not compartmented, but is in- 


cluded for taxation as one whole income even if derived 


from a variety of activities. 


In summation, it is our position that the re- 
Strictions proposed in paragraph 5.17 and their effect on 
real estate investing when measured by an investor against 
the increased advantages of portfolio investment available 
to him as a result of the integration proposals of the White 
Paper, will tend to draw equity capital away from real 
estate and thus further retard the construction of new 


housing and other needed real estate developments, 


The White Paper proposals would appear to be 
designed to restrict the ability of high income earning 
individuals to reduce or eliminate their tax liabilities 


t 
hrough making real estate investments, 
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However, it should be pointed out that the 

Government's proposals could have a much broader effect. The 

proposals appear to directly affect the growing number of 

corporations which invest in rental properties, both apart- 

ment projects and commercial buildings. Companies in other 

industries continue to be able to avoid recapture on the 

sale of a particular asset by crediting the proceeds of sale 

to the pool of costs which include the company’s investment 


in other assets of the same class. Companies in the real 


estate industry are being singled out for special treatment. 


Some observations in this area are: 

While the present capital cost allowance provisions 
may result in some deferral of tax, they do not result in an 
ultimate loss of tax revenues, save in the case of the death 
of individual real estate investors. Likewise, a company 
which constructs a new apartment building may experience a 
high vacancy rate in the first year or two following the 
building's construction. This loss is regarded as a cost of 
and is incurred in 


establishing a new source of income, 


the expectation that it will lead to future profits. 
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Under the White Paper proposals such a loss 

would not be deductible from other income. By contrast, 

a company seeking to develop a new brand name for say a 


soap product would continue to deduct its early losses. 


Surely housing warrants as favourable a treatment as Soap. 


Companies in other industries are not bound by 
similar restrictions and to this end the implementation 
of these proposals would introduce discrimination into the 
tax system. For example, a real estate company would be 
effectively prohibited from deducting full capital cost 
allowance on a half-vacant apartment building, while a 
manufacturing company could continue to deduct full capital 
cost allowance on a factory building not even in use, 
This illustration underscores the difficulty of making fine 
distinctions between losses arising from economic circum- 


stances and those occasioned by an uneven Capital cost 


allowance cure, 
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We anticipate that the partial integration 
proposal in respect of dividends received by Canadians 
from widely-held Canadian companies will create a market 
prejudice against investment in shares of companies en- 
gaged in the real estate development area. This is evident 
because the method by which cae creditable tax is computed 
requires tax to have been actually paid by the corporation 
who can then pass credit for the tax to its shareholders. 
The expanding real estate company can be expected to employ 
its depreciation to completely absorb its taxable income 
and thus have no tax payable. Shareholders receiving 
dividends from such companies would pay full personal rates 
of tax without abatement for any corporate tax that might 


otherwise have been paid upon the dividends received. 


We anticipate that shareholders of companies in 
the extractive industries will be similarly affected, since 
these companies may substantially reduce their current tax 
liabilities if they conduct an active exploration programme 
and oil in Canada and if they develop 


searching for minerals 


new mining properties. 


are are 
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A similar result will occur in the case of a 
company which is encouraged by the accelerated depreciation 
provisions in the Income Tax Regulations to build a large 
facility in a designated area of slow economic growth in 
Canada. Reference might also be made to a company incurring 


large expenditures in research and development. 


The effect of the Government's integration 
proposal seems to be diametrically opposed to existing and 
proposed incentives in the tax laws designed to encourage 
a company to make investments which would benefit a 
particular area in Canada or the entire country. If the 
company accepts the Government's incentives, it will reduce 
immediate tax liabilities but will penalize its shareholders’ 
tax position, 

It is quite apparent that if this part of the 
White Paper mechanism is retained, it will create an invest- 
ment bias away from real estate companies and others suffer- 
ing from the same disability on the part of shareholders. 

In the real estate industry this will further diminish the 
amount of capital available in corporate form for the 


creation of housing and commercial properties, 


Banking, Trade and Commerce 37: 177 
TAXATION OF PRINCIPAL RESIDENCES 
Paragraph 3.19 of the White Paper indicates that 
"generally, capital gains on the sale of homes would not 
be taxed", and that this would be accomplished by pro- 
viding that when a taxpayer sells his "principal residence" 
only the profit in excess of the $1,000.00 per year of 


occupancy would be taxed. 


It is the submission of The Toronto Real Estate 
Board that no gain should be assessed for tax on the disposal 
of any home in Canada, for a number of reasons. We feel that 
the Government proposals are unfair and discriminatory and 
any alternatives which might be devised to achieve the ob- 
jectives sought in the White Paper would become impracticably 


complicated. 


The inadequacy of the annual exemption of $1,000.00 
is illustrated by The Toronto Real Estate Board Multiple 


Listing Service sales statistics which show average prices 


of properties sold as follows: 
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1967 


1968 


Now of eats 


No. 


9,264 
9,669 
11,096 
13,695 
14,890 
14,883 


14,886 


Standing Senate Committee 


Dollar Volume 


$ 
$ 


<u> 


* Average Price is for 
through Multiple Listing Service, not just 
houses. 


increase in house prices of $1,900.00 per year in the 


The above figures show an average annual 


151,314,565 
161,878,920 
183,272,930 
241,218,500 
281,164,558 
326, 687, 333 
367,415,993 
430,301, 604 


473,422,285 


Average Price* 


$ 


$ 
$ 
$ 


16, 334 
16,742 
16,517 
17, 360 
18,883 
21,950 
24,681 
27,637 


29,931 


all properties sold 


Average Price 
Houses Only 


$ 21,360 
$ 24,078 
$ 26,726 


$ 28,945 


Toronto area in the period 1966 through 1969 (28,945 - $21,360). 
yA 


These statistics are based on sales of approximately 15,000 


units per year, and are considered a reliable index of Toronto 


housing prices. 


It can be assumed that if the average 


price increase is nearly $2,000.00 per year, it will take 


an exemption 


of substantially more than $2,000.00 to exempt 


tr ‘ ; i 
the majority of house sales in the Toronto area from tax. 


-, “tales ae 
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The proposed exemption of $1,000.00 per year 
does not take into account the varying rates of increase in 
consumer price indexes and housing costs in regional cities 
of Canada. For example, the housing component of the 
consumer price index for Toronto has increased 20.1% 
since 1961 while in Montreal it increased 15.0%. Yet 
the White Paper on Taxation proposes the same flat $1,000.00 
per year exemption for principal residences in all cities. 


HOUSING COMPONENT 
CONSUMER PRICE INDEX 
CANADA, (1961=100) 


January 1970 January 1969 
St. John's 114.6 112.9 
Halifax 116.3 109.6 
St. John 114.9 110.3 
Mont real 115.0 112.2 
Ottawa 11923 a1 271 
Toronto 120.1 116.4 
Winnipeg 115.0 js Go 8 
Saskatoon, Regina 114.8 111.8 
Edmonton, Calgary ee 113.2 
Vancouver 115.1 111.5 
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Some comparison with experiences of other juris- 
dictions may be helpful here. For example, when the United 
Kingdom recently adopted a capital gains tax, it chose to 
exempt the gain realized on the sale of a person's principal 


residence. No monetary or percentage exemption was 


attempted. 


The White Paper contains a rollover provision to 
defer taxing the capital gains realized on the sale of a 
home where the proceeds are invested in another home and 


the change is made in connection with a job transfer. 


tt is our submission that the rollover privilege 
should be made available to all sales where the proceeds 
are invested in another home. When this point is 
reached, it seems much simpler to exempt home sales 
altogether. An important reason for not taxing profits 
arising on transfers from one home to another is to avoid 


Creating an artificial barrier to the normal desire of a 


family to progress from a small home, when first 


a a 
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starting out with only one or two children and limited 
capital resources, to a larger home when the size of 
the family increases and presumably the amount of 
capital accumulated by the family has also increased. 

In later years this same family might again move to a 
smaller home as the children grow up and leave the house- 
hold. If gains at each move were to be taxed as they 
would be in the absence of a rollover provision for 

all transfers, families would become locked into their 
first home investment with an inefficient allocation 

of housing resources among Canadians. “Canadian families 
change their place of residence every four years. This 


proposal would change a mobile society into a static one. 


Perhaps it will be necessary to develop special 
rules to avoid having the exemption operate as 4 loophole 


in the capital gains tax system. One would not expect 2 


person to purchase a large home as a speculative investment 


in order to achieve a tax free capital gain. 


(As Indicated by Family Allowance Statistics) 


Families Receiving Number of Accounts Percentage 
Family Allowance Transferred 
1965 Ie fee PES Be 722,672 fe 
1966 2,799,187 747,812 ae 
1967 2,847,770 705,943 


1968 2,901, 834 707,112 24.3 
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The carrying costs in maintaining a large home 

and the limited market for the sale of such properties would 

normally make it unattractive for such purpose even with 

the potential of a tax free gain. However, it is conceivable 

that a person might purchase a farm on the outskirts of a 

large metropolitan area and use the farm house as his 

principal residence in order to avoid tax on a speculative 

gain in real estate. In such instances, some relatively 


small area of land and the home, alone, should be exempted 


from tax. 


We have concluded that a different level of 
exemption would be required for different areas in Canada 
to exclude the gains on sale of most homes from tax. Perhaps 
it would also be necessary to adopt a percentage exemption 
rather than a flat exemption in order to achieve the desired 
purpose. For example, a house in a small rural area might 


cost $20,000 whereas its counterpart in a major urban centre 


could cost $30,000 to $40,000. 


Banking, Trade and Commerce 37: 183 
Since housing prices tend to rise on a percen- 
tage basis, an exemption of $1,000 for the home in the rural 
area would have to be twice as high for the home in the 
urban area. An exemption computed as a percentage of the 


value of the property might achieve the desired result. 


A large family would require a large home and 
therefore will have invested substantially more money in 
housing than the average Canadian family. It can be argued 
that such a family can least afford to pay a tax on a capital 
gain realized on the sale of its dwelling and thus a higher 


exemption is required for larger homes. 


We have considered the various means by which 
the Government's objective of exempting the gain on the sale 
of most homes could be achieved through the provision of an 
exemption and have come to the conclusion that this approach 


is impractical. It is our recommendation that the Government 


simply exempt all gains on the sale of a person's residence 


from taxation. 
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We foresee a particular hardship arising in the 

proposal to tax a gain on the sale of a home in the case of 

a taxpayer who purchased it before the White Paper proposals 

were implemented and has a higher cost than the value of 

his home on the day on which the capital gains tax becomes 

effective. Lf he should subsequently sell his home for a 

gain over the valuation day price, he could easily find himself 

in the position of paying tax on a gain accruing since the 

system went into effect when in actual fact the price obtained 


for the sale of his house did not exceed its original cost. 


This problem might be particularly acute in the Montreal area. 


We further submit that the freedom from tax should 
not be limited to the principal home of any taxpayer, but 


should extend to the disposition of all bona fide homes. 


In addition to the arguments already raised, there 


are some collateral considerations which should be taken into 
ac 


count and which have not been dealt with in the White Paper 


itself, 
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For example, there is the fact that the second 
home or country cottage trend has resulted in the develop- 
ment and maintenance of many communities which have by that 
fact become virtually entirely dependent upon their summer 
residents. Any reduction in popularity or availability 
of such second establishments because of tax measures could 
create economic hardship in recreational areas and the less 


highly developed portions of the hinterland. 


Further, it is difficult to advance a logical 
argument in support of the proposition that an individual 
who chooses to spend say $30,000 on a principal home may 
have any gain derived from the sale thereof exempt, while the 
individual who tends to expend the same amount of money 
on two homes, say $20,000 on a city dwelling and $10,000 
on a country dwelling, would only be entitled to choose one 
of those homes as his principal residence for purposes of 
exempting any profit on its disposition. The very concept 
of a principal residence in Canada today is difficult to 


justify as a matter of principle. Many persons who maintain 
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more than one dwelling would find considerable difficulty 
in regarding one rather than another as a principal 
establishment. The examples are endless; the principle 
is clear. In our submission, the simplest and most 


practical solution is to exempt all homes. 


RATES OF TAX 
Much is made throughout the White Paper of the 
fact that tax rates are more equitably conceived and more 
appropriately distributed over the tax-paying public than 
heretofore. Much is said of certain burden-saving 
provisions, such as income averaging and the lowering of 


the top rate of tax to 50%. 


INCOME AVERAGING 

The White Paper notes at paragraph 2.53 that 
the graduated tax System which applies rates of tax to a 
person’s income based solely on the size of a particular 
year's income will cause taxpayers with irregular incomes 
to pay Significantly higher taxes over a series of years 


than those whose incomes are more regular. 
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This problem is particularly acute in the case 
of persons who sell real estate properties since their com- 


mission income can vary substantially from year to year. 


We commend the Minister of Finance for recogni- 
zing this problem and for proposing a general system of 
income averaging. However, when we examined closely the 
the system of averaging proposed in the White Paper we 
found it to be poorly designed and erratic. It does not 
achieve the purpose of placing taxpayers with irregular 
incomes in substantially the same position as taxpayers 


whose incomes are regular. 


The deficiency in the proposed system of 
averaging is best shown through the use of an example. Let 
us assume that a taxpayer has taxable income,after claiming 
personal exemptions and other deductions, of $3,000 a year in 
years 1 to 4 and taxable income of $8,000 in year oe The 
taxpayer's average taxable income for the five year period 


is $4,000. The following tax results using the combined 
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federal and 28% provincial tax rate schedule in Table 2, 
page 25 of the White Paper: 


Tax without averaging 


Tax on $3,000 - ($742 x 4 years) $2,968 
Tax on $8,000 in year 5 $2 655 


S5323 


Tax using proposed system of averaging 
Tax on $3,000 - years 1 to 4 $2,968 


Tax on $8,000 in year 5 = 


Tax on $4,000 (threshold level - 
133 1/3% of $3,000) $1,024 


Tax on $4,000 (5 x $800- x 30.72) SL y2zeg $2,253 


$5,221 


Tax if $4,000 received in each of 5 years 


Tax on $4,000 - $1,024 x 5 Lye bis 


In the above example the difference in tax resul- 
ting because the aggregate taxable income of $20,000 realized 
over a five year period was received in an uneven basis rather 
than at a uniform $4,000 a year is $203 ($5,323 - S5F120)" 
Income averaging as Proposed by the White Paper reduced this 
difference to $101 ($5,221 - $5,120) thus achieving a saving 


of only 50% of the desired results of true averaging. 
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We have worked out other examples which show 
the proposed income averaging system to be less favourable 
than in the above case; we have also noted situations 
where it is more favourable but in no case does the 
proposed system produce as low a tax as would have resulted 
if the taxpayer had received his income in even amounts 


over the five year period. 


The averaging system proposed by the Minister 
of Finance requires first that the taxpayer's income in a 
particular year be more than 133 1/3% greater than the 
average for the previous four years. No relief is given 
where income declines sharply. The Report of the Royal 
Commission on Taxation stated at page 269 of Volume 3 that 
there is as much, if not more, justification for giving 


relief when income declines sharply as when it rises sharply. 


In addition to the limitation placed on averaging, 
namely that the income of the year be greater by one-third than 


the average income of the previous four years, the White Paper 
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proposes that only the amount above the so-called ''threshold 
level" be eligible for averaging and furthermore that this 
amount be subject to tax at rates applying above this thres- 
hold level. In our example average taxabie income in the 
first four years was $3,000 in which case the threshold 
level amounted to $4,000 (133 1/3% of $3,000). Of the 
$8,000 of taxable income in year five only $4,000 (being 
$8,000 less $4,000) was subject to averaging. This $4,000 
was taxed at the marginal rates applying in excess of the 
$4,000 threshold level. If the taxpayer had received 
the same total taxable income for the five year period in 


even amounts ($4,000 a year) he would never have reached 


the rate applying above $4,000. 


We recognize the need to limit averaging to incomes 
that fluctuate Significantly but suggest that, once this 
condition is met, income be truly averaged and not subject 
to tax at rates applying at a level 133 1/37 above the average 
income as proposed in the White Paper. Under the White Paper 


roposal j 7 ; ‘ : 
Proposal if average taxable income in the first four years is 
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$18,000 the "threshold level" becomes $24,000 artd any income 
subject to averaging in the fifth year produces no tax 
saving since it is all taxed at the top rate reached at 
$24,000. (It is not clear if any benefit will be available 
from general averaging in the early years of the system 


when the top rate is higher than 51.2%). 


We would suggest that the government adopt true 
averaging along the lines proposed by the Royal Commission 
on Taxation which the White Paper notes at paragraph 2.54 
is similar to that now available for farmers which system 
the White Paper proposes to continue. We feel that other 
taxpayers in this country have incomes which fluctuate not 
unlike that of farmers and should be entitled to the same 


relief. 


THE INDIVIDUAL RATE SCHEDULE 


a de A 


The White Paper proposes a rate structure which 
the government estimates will yield it $630 million more in 


the fifth year of operation than if the present system were 


continued. 
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The rate schedule results in significantly higher 
revenues to the government in later years due to the delayed 
nature of certain features of the system, principally the 
taxation of capital gains and the removal of the low rate of 
tax on the first $35,000 of corporate income. The govern- 
ment's revenue forecasts for the fifth year do not take into 
consideration the additional revenue which will accrue to the 
federal government once its proposals for the taxation of the 
natural resource industries become fully effective. Ontario 
has estimated that the tax increase could be twice as large 


as the federal estimate of $630 million and certainly in excess 


of $1 billion when the proposed reform plan is fully mature. 


We have no way of determining which estimate is 
the more accurate but can conclude that both estimates point 
out that the tax reform proposals will generate substantial 
additional revenue as the system matures. 

The Minister of Finance of Canada has stated that 
his government is not proposing to increase taxes with its 
tax reform proposals. He has stated that the new system 
is designed to produce approximately the same revenue in the 


first year of operation as the present system. While he 
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recognizes that this sytem will produce greater revenue 
in later years, the Minister has stated that it would be 
up to future governments to review estimated revenue fore- 


casts and adjust the rate schedule at that time. 


We might agree that more accurate revenue fore- 
casts could be made after the first year or two in the new 
system but still strongly recommend that when the White 
Paper proposals are enacted provision be made at that time 
for schedules of individual income tax rates to apply in 
later years which would offset the present forecasted 
increase in government revenue. Future governments would 
then be required to lay before Parliament legislation to 
increase these rate schedules if they desire to increase 
government revenue. It is important that future govern- 
ments be faced with the necessity of actually having to come 
before Parliament and the people in order to obtain addi- 
tional government revenue of the magnitude set out in the 


White Paper. Under the White Paper proposals future govern- 


ments could achieve substantial increases in revenue without 


altering the tax laws at all. It is our belief that our 


members might be more willing to accept 4 tax reform package 
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if they knew that the proposals were not designed to increase 
government revenues in later years of the syscem but instead 
that Parliament would continue to control changes in the 
level of government revenues in future years, by adjusting tax 


rates to revenue needs. 


The White Paper suggests that it is undesirable 
to tax income at a rate in excess of 50% but provides no 
adequate support for the proposed delay of five years in 
reducing the top rate of personal income tax to this level. 
Since capital gains are to be taxed immediately at the full 
marginal rates, and since during the five years scale down 
these rates may well exceed 50%, it is recommended that the top 
rate of 50% be immediately introduced as the top rate from the 
introduction of the legislation. This suggestion is made 
notwithstanding the fact that it is understood that the White 
Paper indicates in Table 15 at page 95 that such a reductien 
would cost $40,000,000. Any other course of action would be 


inconsistent with the Government's professions of equity and the 


highly touted overall reduction in tax burden so prevalent 


throughout the White Paper. 
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OTHER ITEMS AFFECTING THE REAL ESTATE COMMUNITY 

In addition to the items already dealt with, there 
are a number of provisions throughout the White Paper which 
have an impact upon the real estate community which are best 
dealt with because of their heterogenous nature under one 
heading hereafter. 
Setoff of Mortgage Interest 
in Special Circumstances 

Where a taxpayer sells his home and purchases 
another, he may often be in the position of having to accept 
a second mortgage on the sale of his first home and to borrow 
money on the security of a mortgage to purchase his second 
home. The Income Tax Act does not permit the taxpayer to of fset 
interest paid to acquire a home to live in, as being 4 personal 


expense, against the income received from the mortgage given on 


the sale of the old home. This has been upheld in the Tax 


Appeal Board in the case of Hopkins v- M.N.R. (1962) 30 Tax 


MJBYO. 269% The concept of setoff is a well-recognized legal 


notion in the law of Canada. Any proposal which takes 


account of equity as does the White Paper should take account 


of the principle and permit it to operate under the taxing 


iy 


laws. 
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We regard the absence of mortgage interest setoff 
as inequitable, the more particularly since it is becoming 
increasingly acute in recent years with the substantial increase 
in mortgage interest rates. More home owners are forced to 
take back second mortgages in order to sell their homes. 
Purchasers seek to continue the favourable first mortgage 
interest rate but are not inclined to pay the very. high 
second mortgage interest rate that would be demanded by a 
commercial lender. Thus he forces the vendor to take back 
a second mortgage at approxiamtely the current first mortgage 
rate in order to sell the house. The vendor, however, is 
then forced to take the larger mortgage on the purchase of 


1is new home. 


It is recommended that in these circumstances 
the taxpayer be permitted to deduct mortgage interest paid 
on the purchase of his new home to the extent of the interest 


received from the mortgage taken back on the sale of the 


first house, 
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Removal of Low Corporate Tax Rate 
In the Toronto area the preponderance of real 
estate brokers has adopted the corporate form. Few of 
these can generate capital save through accumulated earnings 
and the utilization of the dene write-offs allowed under 
the present system, one of which is the low rate of tax 


on the first $35,000 of income. 


To eliminate this form of capital building 
assistance to the small or quasi service corporations will 
place them at a competitive disadvantage with companies 
whose access to the capital markets is more effective by 
virtue of having assets available for security and a 


proven earnings picture. 


Mr. Benson has indicated that some relief may 
be given to small business as such, but it is not clear 
whether such amendment, if it comes, would extend to the 


small incorporated operations So frequently seen in TREB. 


Under the Real Estate and Business Brokers Act 


of Ontario the active brokers in the business are required 


to own 51% of their companies. This restriction would seem 


to mitigate against any broker becoming a widely held corporation. 
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White Paper Effects on Foreign 
Investment in Canadian Real Estate 


The larger metropolitan areas of Canada have 
benefitted during the last twenty years from substantial 
infusions of foreign capital which has been invested in the 
development of large commercial and industrial real estate 
complexes. In addition, a substantial amount of foreign 
capital has gone into the provision of apartment dwellings 
and low-cost housing. Non+residents have invested in 
Canadian real estate for a number of reasons among which the 
principal ones appear to be, first, a steady growth potential 
in a developing country with a capital gain to be reaped.on 
disposition. Secondly, the yields until the last few years 
have been quite satisfactory and competitive with less risk 
than those obtainable in Europe and elsewhere. Thirdly, the 
desire of overseas investors to obtain a hedge against 
inflation by buying real property and the fact that Canada's 


once growing future portended a safe and increasingly valuable 


holding. Fourthly, the withholding tax on rentals and interest 
remitted abroad have been competitive and it has not required 


the taxpayer to live in a Treaty jurisdiction to obtain the 


152 
cys withholding tax rate in Canada. This rate compares 
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extremely favourably with the American withholding tax rate 
of 30% and other higher rates of withholding tax imposed 


by other countries to residents of non-treaty jurisdictions. 


If the White Paper proposals dealing with non- 
residents investing in Canada are to be maintained, these 
advantages will disappear or be substantially reduced in 
their attractiveness. In the result, we may expect to see 
and indeed are presently seeing a substantial liquidation by 
non-residents of their Canadian real estate holdings. While 
this might appear to provide Canadians with short-term good 
investment opportunities, it must be remembered that every 
sale signals a substantial withdrawal of capital from this 
sector of the investment market and its future will be 
ree in desirability and expectations of growth. Canada 
can well look to a future in which it will not enjoy a con- 
tinuation of the large commercial and residential complexes 
which it has seen built in past years by foreign money. To 


give one example only, the City of Montreal in the Dorchester 


Boulevard area, including the Place Ville Marie complex, would not 


have come into existence had it not been for the imagination, 


credit facilities and drive of Mr. 7zeckendorf. The same 
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might be said for the Guiness interests in Vancouver and their 
creation of the Pacific Properties concept on the north shore. 
Many development projects,involving the investment of hundreds 
of millions of dollars in foreign capital, are under way or in 
the planning stages in Metropolitan Toronto. Among them are 
the Four Seasons Sheraton Hotel which is being created by Four 
Seasons Hotels Limited International Telephone & Telegraph and 
Sheraton Corporation of America; and the $50 million complex of 
Fidinam (Ontario) Ltd., a subsidiary of a Swiss organization 


drawing most equity funds from Europe. 


Nowhere is the difficulty more dramatically emphasized 
than in the case of the proposed taxation of real estate unit 
trusts where the units are owned by non-residents of Canada. 
Under the present law holders of these units who do not reside 
in Canada receive their investment revenue at a cost of only the 
15% withholding tax. The trust itself pays no tax in Canada on 
any monies which it pays or credits to the unit holders. Such 


taxation was intended to compare favourably with the position of a 


non- i : 
resident who owned a direct interest in Canadian real estate. 


ail P 
f he were holding real estate in his own name in Canada and could 


obtai 
ain a carefree lease, he would suffer only a tax of 15% at the 


S 
Ource on the money remitted to him. 
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Under the new proposals, however, which indicate 
that a unit trust will be taxed on the same footing as a 
widely-held Canadian company, the trust would suffer 50% tax 
on the monies it received and would then have to withhold 
15% or 25% depending upon whether the recipient of the 
ultimate income were a resident of a treaty country or not. 
As a result of this proposal, the rate of income tax which 
the holder of a unit in a Canadian real estate trust resident 
abroad would pay could increase from his present rate of 152 


tax to 62 1/2% under the White Paper. 


Taxation of Capital Increment of Emigrants 

The proposal to tax the accrued capital gains of 
persons emigrating from Canada will also act as a substantial 
barrier to non-residents coming to Canada especially where 
the transfer is for a limited period of time. An executive 
asked to transfer to Canada for a period of several years could, 
on leaving, find himself paying large amounts of tax not other- 


wise exigible solely because of his transfer. On coming to 


Canada, he would be deemed to have acquired all property owned 


at that time at its fair market value. When he \eft Canada 


i ins £ es on 
he would be subject to capital gains tax at full rat 
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the deemed realization of the increase in value of his world 
assets during the period that he was in Canada. At a later 
date, when his gains were actually realized he would be 
subject to capital gains tax in his home country with no 
assurance that he would obtain credit in that country for 
Canadian tax previously paid on the deemed realization. In 
the circumstances, we would expect many non-residents to 
refuse a transfer to Canada for a short period of time when 


faced with deemed realization on leaving the country. 


Canada can gain much from the skills of foreign 
persons even if they are in Canada for only a short period of 
time. The government has noted that continued foreign invest- 
ment in this country is necessary to maintain our standard of 
living. Foreign investment will not readily flow into Canada 
if our country discriminates against foreign personnel who 


come to Canada to manage these investments. 


Capital Gains Tax 
The Toronto Real Estate Board is not opposed to a 
capi i 
pital gains tax but does disagree with the Government's 


Propos 7 é 
Posal to tax Capital gains realized on other than the shares 
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of widely-held Canadian corporations, at full rates of income 
tax. The Toronto Real Estate Board might agree that assets 
held for a short period of time could be taxed as ordinary 
income but that a gain realized on an asset held for say, 

1 to 2 years, should be taxed at a lower rate than that which 
applies to ordinary income. A lower rate would recognize 
that some portion of the gain reflects inflation; also the 
gain may have built up over a number of years and it is 
undesirable to tax such a gain in one year at personal rates 
which are steeply graduated. The White Paper averaging 
proposals are of little assistance in this area. Insofar 

as inflation is concerned, it is particularly dangerous to 
ignore it, even as a matter of principle, when proposing to 
tax capital gains. If one were to imagine inflation at the 
rate of 100% per annum, then a 50% capital gains tax would 
soon cease to bear on anything but the inflation factor and 


would quickly have to be repealed. 


Perhaps the strongest argument for taxing 


capital gains at a lower rate is that a number of other 


: : ' 
countries follow this practice and it cannot be in Canada s 


best interest to move overnight from a position where 
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capital gains are not taxed to one of the highest levels of 


taxation in the world. The disruptive effect that it will 


have on our economy cannot be overlooked. 


The present level of income tax has developed 
over a period of 50 years. One can easily imagine the 
disastrous effect on any economy if the proposed rate schedule 
in Table 2 of the White Paper was imposed at a time when there 


were no personal income taxes. 


The federal government recently made substantial 
amendments to the Estate Tax Act. Transfers between spouses 
were exempted from tax but the rates of tax on transfers to 
children were made much more steeply progressive reaching a 
maximum of 50% on a taxable estate of $300,000. Previous to 
that time, the marginal rate which applied at the $300,000 
level was 30% and the rate of 50% was not reached until a level 
of $1,550,000. The White Paper is now proposing to tax 


Capital gains as ordinary income with a rate of income tax 


reaching 51% at a taxable income of $24,000. 


After the capital gains tax has been in operation 


fo r 
* 8 number of years the estates of successful Canadians will 
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have been substantially subjected to taxation at rates of 
income tax at or near 50%. To further subject such estates 
to a second tax, the estate tax, at 50% will mean a combined 
rate of tax of 75% levied on the accumulation of private 


capital. 


The Toronto Real Estate Board recommends that 
the Estate Tax Act be abolished or at least that the estate 
tax rate schedule be made far less onerous. Otherwise, the 
combined effect of these two taxes can be expected to sub- 
stantially reduce the amount of private capital in Canada 
and to also have an adverse effect on the willingness of 
Canadians to accumulate capital in the first place. These 
taxes will discourage people with wealth or high income 
earning capacity from immigrating to Canada and may encourage 
Canadians in similar circumstances to leave this country. 

In fact, the White Paper proposals on top of the recent estate 
tax amendments may well encourage more of our wealthier 
Canadians to leave Canada before or shortly after valuation 


day in order to avoid the impact of these two taxes. Further 


increases in the value of these peoples' assets (much of which 


can be expected due to inflation) will be taxed at 50% and 
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1 be levied on all of their assets 


an estate tax of 50% wil 


at death. 


It might be pointed out that Canada collects some- 
what in excess of $200 million in federal estate tax and 
provincial succession duties. Approximately $50 million 
or one-quarter of this amount is retained by the federal 
government and the balance is received by the provinces. Two 
provinces, Alberta and Saskatchewan, have already enacted 
legislation to rebate their share of the estate tax to the 
estates of persons who were domiciled within their jurisdic- 
tions at death. Last year, the Treasurer and Minister of 
Economics of Ontario when introducing his government's tax 
reform proposals indicated that Ontario would introduce a tax 
on capital gains. The Minister then went on to say that as 
the capital gains tax becomes fully effective in the years 
ahead, the need for taxation of estates will diminish and 
such tax should be gradually eliminated. At the recent 
Federal~Provincial Conference of Finance Ministers held in 
Quebec City, the Finance Minister of Nova Scotia and the 
Treasurer of Ontario criticized the federal government for 


Wanting t ; F 
8 to tax capital gains at full personal tax rates without 


a cor : 
responding reduction in estate tax rates. 
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Expense Accounts 

Since the decision of the Exchequer Court of 
Canada in Royal Trust Company v M.N.R., (1957) C.T.C. 32, 
it has been accepted that expenses paid by a business to 
enable its employees to join clubs and entertain customers 
therein were deductible. This principle has been extended 
until all expenses which are reasonable in character and 
in an amount having relationship to the type of business the 
taxpayer is in and the income which he produces have been 
allowed. Obviously those most easily allowed have been 
those which are paid by an employer to an employee since it 
was assumed that the payor would check carefully before he 
disbursed his own money for the benefit of his employee. 
Under this heading have come golf, curling, sailing, flying, 
fishing clubs and other sporting endeavours, and particularly 
the attendance at conventions. The Government in paragraph 
2.11 of the White Paper proposes to set more rigorous limits 


to check “expense account living”. "The costs of attending 


conventions and belonging to clubs will no longer be permitted 


as a charge in determining business income. The cost of 


yachts, hunting and fishing lodges or camps, amounts spent for 
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tickets for games and performances, and costs of entertain- 


ment also would be excluded. Owners or employees of a 


business having a car or aircraft available to them for their 


including travel to and from home, will have 


personal use, 


to pay the business a minimum standby charge or have a 


corresponding amount added to their personal income for tax 


purposes." 


Historically, the Royal Trust case established 
a principle which we submit should be respected by the White 
Paper since it is fundamental to the determination of all 
income. This principal was enunciated by the then President 
of the Exchequer Court, Thorson, P., at page 42 in (1957) C.T.C., 


where he said: 


i 


'...it may be stated categorically that... 

the first matter to be determined in 

deciding whetner or not they are expenses 
outside the prohibition of Section 12(1) (a) 

of the Act is whether it was made or 

incurred by the taxpayer in accordance with 

the ordinary principles of commercial trading or 
well accepted principles of business practice." 


He goes on to say that only if an expense was not so laid out 
can it be disallowed out of hand, but that if it was incurred 
within the principles and practices of business and accounting, 


it must be allowed unless there is some express prohibition in 


the law. 
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There is no question, and it need not be argued 
here, that expenses of the kind which the Government seeks 
now to bar, except to the extent that they constitute abuses, 
must be allowed as deductions once it can be established that 
they were laid out for the purpose of earning the income from 
the trade or business in which they were incurred. Thus for 
the Government now to propose the prohibition to which the 
Exchequer Court President referred in his judgment is to go 
against the fundamental principles of business and accounting 
practice which the Government professes to revere as a norm 
in the White Paper. The real estate salesman presents 
an apt example of the practical application of the principles 
above stated. Real estate is essentially a selling business 
and entertainment expenses are frequently an essential element 
in producing an income by means of making or keeping contacts 
by ascertaining the needs, desires and standards of living 
of customers and by establishing surroundings conducive to 
the creation of mutual trust and satisfactory negotiations. 
There is already in the income tax administrative system ample 
provision for safeguarding against frivolous and eee 


use of this type of expenditure. 
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By the same token, the larger real estate 
company, even one involved in the supervision or creation 
of rental properties, requires that some money be spent on 
building good will. Its ability to reach its customers or 
potential customers on a personal basis is as essential to 


it as advertising is to an automobile manufacturer or an 


airline. 


Perhaps one of the most chgeceionenie items in 
this proposal is the one to eliminate the expenses of 
attending conventions. This proposal can only be regarded 
as a freudian slip with puritanical overtones. To argue 
that the expenses of attending conventions, bona fide in their 
character and not undue as to their quantum, should be dis- 
allowed while encouraging continuing education at all levels 


in different classes of business activity is a contradiction 


7 
in terms. Over the years organized real estate at the | 


Provincial as well as at the national level has endeavoured 
to keep abreast of economic and financial conditions as well _ 


as to educate the public in the fields of housing and urban 


development. 
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In order to achieve a position of leadership 
and to be able to give sound and practical advice and 
assistance to the customer, the real estate salesman must 
himself keep ahead of the public knowledge in a large 
number of areas. To this end, various seminars and con- 
ventions have been and are organized from time to time 
which include educational courses and which are convened at 
different locations within and without Canada. Over the 
years such gatherings have endeavoured to improve a sales- 
man's understanding of and competence in the fields of 
financing, land costs and utilization, construction costs 
and techniques, social housing and special programmes, urban 
development, administrative structures of government and 
local and provincial research into the future of the housing 
industry. Many salesmen invest considerably more money 
than they charge against their commission income to enable 
themselves, and their wives where required, to attend conven- 


tions and educational courses each year. They do so because 


they feel that it benefits them and improves their ability 


to produce and thus earn revenue for themselves. 
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APARTMENT BULLDING SALE: 


Consideration: 


Location: 


Lot Area: 


Improvements : 


Income & Expenses: 


Overall Rate: 


EXHIBIT "A" 


Instr.No. 76315 EM dated May 10, 1967 


W. Thedelron Handelman 
EOS 
E. R. Morgis et ux 


$965,000 with $171,272.95 cash 


485 Huron Street, east side about 
585 feet north of Bloor Street, in 
the City of Toronto 


114' x 193' 9" average 


70 unit apartment building, comprising 
21 bachelors, 33 - 1 bedroom, 15 - 2 
bedroom and 1 - 3 bedroom unit 


Total income = $141,000, expenses 
including 4% allowance for management 
= $58,065, therefore net income before 
depreciation and mortgage debt charges 
is as follows: 


Income = $141,000 
Expenses = § 59,065 
Balance m= * Ste 5 


Before depreciation (recapture) 
equals $ 82,935 = 87597 
$965,000 


A. 10% overall return would require the following rental increase: 


Note: 


5965000 2 107 = $ 96,500 
+ expenses = $§ 58,065 
Total = $154,565 


Increased rent = $154,565 = 109.6 
$141,000 


Say, tr creaseror 4). 


Actual rent increase would have to be slightly higher 


g 
to allow for 4% management fee on increase 
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EXHIBIT ‘AU 
APARTMENT BUILDING SALE: Not yet registered - date October 17, 1968 
Vendor: Bolivar Limited 
Consideration: $730,000 with $180,000 cash 
Location: 1002 Lawrence Avenue East, near 


Don Mills Shopping Centre 
Lot size: ? 


Improvements: 65 suite apartment building 
35 - 1 bedroom and 30 - 2 bedroom units 


Income & Expenses: Income after vacancy allowance = 
$102,244 - expenses including 4% 
management allowance = $46,051 
therefore net income before mortgage 
debt charges and depreciation equals: 


Effective Gross Income = $102,224 
Expenses = $ 46,041 
Balance = S' 56,163 
Overall Rate: Before depreciation (recapture) 
equals $ 56,183 = 1s7h 
$730,000 


A 10% overall return would require the foilowing rental increase: 


$730,000 x 102% = § 73,000 
+ expenses = § 46,041 
Total = $119,041 


116.4 = 16.4 increase 


Increased rent = $119,041 
Actual $102,224 


nore. “= Actual rent increase would have to be slightly higher 
to allow for 4% management fee on increase 
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The Standing Committee of the Senate 
on 
Banking, Trade and Commerce 
May 15, 1970 


Canadian Institute 
of 
Public Real Estate Companies 


Banking, Trade and Commerce 37 3215 


Le NCD! EIX 


Subject 


The Institute 
The Industry 
Submission 
A. Capital Cost Allowance 
Le eSectiones7hs 
Zee aces! -*Section. 5.14 
B. Capital Gains and Integration 
fea eocuarenoiders” Return 
Zo) (Gost ofelntegration 
3. The 2e)¥earsRuhe =oSectioni4.27 
4. Effect on Debt Financing 
5. Widely-held Corporations and 
Closely-held Corporations - 
Section 4.34 
Oe © lax’ Rates 
7. Valuation 


82) Principal’ Residences - 
Béecerons Ol9 + SeZ4 


9, The Foreign Investor 
C. Withholding Tax - Section 6.306 
D. Consolidated Returns 
E. Revenue Effects 
Conclusion 


Summary 


37: 216 Standing Senate Committee 


THEY INSTITUTE 


The Canadian Institute of Public Real Estate Companies 


was incorporated in March of 1970, The ob jectrvescmo tapee 


institute are as follows: 


(a) the preparation of statistical data and 
research in relation to resadentaals 


commercial and industrial development; 


(b) to achieve common industry standards of 


financial f£Téportang and ‘conduct, -ana, 


(c) to represent the publiceréaivestate 
companies with respect to matters of 


common concern. 


The Institute is a national organization andveach of 
its general members is listed on at least one Canadian stock 
exchange. As of May 15, 1970, the following companies were 


members of The Institute: 


GENERAL MEMBERS 


Bramalea Consolidated Developments Limited 
Cadillac Development Corporation Limited 


Cambridge Leaseholds Limited 
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Campeau Corporation Limited 

Canadian Equity and Development Company Limited 
Canadian Interurban Properties Ltd. 
Consolidated Building Corporation Limited 
Cummings Properties Limited 

Dawson Developments Limited 

Halifax Developments Limited 

The Great West International Equities+ Limited 
Markborough Properties Ltd. 

M@E.PSCi9¢anadzan® Properties’ Limited 

S.B. McLaughlin Associates Limited 

De Aire Whidustr ves* Ltd? 

PMravee! Corporation Ltd. 

Victoria Wood Development Corp. Ltd. 


Wall and Redekop Corporation Ltd. 
ASSOCIATE MEMBERS: 


Marathon Realty Company Limited 


Paragon Properties Limited 


This brief represents the Institute's PTTSt? participa 
tion in public discussion and it is highly appreciative OF 
the fact that the Government of Canada has chosen to consider 


tax reform in this open and participatory manner. 
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THE INDUSTRY 


The major problem of the real estate industry today 


is the lack of available capital and its extremely high 
cost. In its 1969 Annual Report, the Economic Council of 
Canada estimated that by 1975, expenditures in the residential 
housing sector alone should exceed $5 billion or 4.4% of 
Canada's gross national product. Industrial and commercial 
construction will add greatly to this total. As such, the 
Industry's primary requirement is for sufficient capital in 
order to satisfy the growing demand for residential, 


commercial and industrial accommodation. 


The attraction of capital to the Industry has been 
traditionally hampered by small unit size (even today, no 
one company builds as much as one per cent of the residential 
accommodation in Canada), fragmentation, intense competition 
and the periodic cycles of federal government monetary and 
fiscal policy which have tended to expand or contract the 
capital funds available for development purposes for economic 


reasons seldom related to actual national demand. The growth 


in the number and size of public real estate companies is a 


Pig = re 
sponse to some of these problems as well as an effort to 


obtain additional sources of equity capital. Without an 


adequate supply of equity capital, the supply of mortgage 


Capité i : P 
pital will be chronically unsatisfactory, particularly at 
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a time of high interest rates dictated by international con- 


ditions which are unlikely to alter in the short term. 


The increase in the cost of money has already had 
a Significant effect upon the cost of houses and rental 
accommodation for Canadians everywhere. Mortgage rates have 
increased by more than three per cent in three years. In 
Ene, Fesidential field alone, the increased cost of money per 
unit of accommodation has in this interval added more to the 
price per unit than the sum total of increases in wages, 


building materials and municipal taxes. 


De additron to the shortage of capital, the low return 
on investment prevalent in the industry today has made it 
Matticult) to attract additional investment. Indeed, the 
rate of return on residential housing is now less than the 
interest rate on mortgages. Any further decline in the 
rate of return may result in the diversion of existing capital 
to industries with higher investment yields. This will 
obviously reduce the ability of public real estate companies 


to meet the challenges of a developing nation. 
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SUBMISSION 


The Institute submits that implementation of the White 
Paper would make it even more difficult than atepresent for 


the private sector to satisfy the need for capital in the 


real estate industry. 
A. CAPITAL COST ALLOWANCES: 


1; Section 5.17 of the White Paper proposes that a tax- 
payer would be prohibited from deducting from other income 

a loss from holding property if that loss is created by 
capital cost allowance, interest charges or property taxes. 
This section also proposes that a separate depreciation 
class be created for each building that costs $50,000 or 
more. Public real estate companies would be profoundly 
affected by these proposals. The» Institute strongdyeopposes 


them for the following reasons: 


(a) They discriminate against the real estate industry 
as opposed to all other types of business. If 
legislation is enacted on this basis, the normal 
rule that a taxpayer must pay tax on his net loss 
or gain in each year from all sources will be 


abolished as will the pooling concept of capital 


cost allowances. 
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(b) The actual economic depreciation of each rental 
property does not occur at the same rate. For 
various reasons, some properties depreciate in 
value while others may appreciate either in a 
realformantlat tonary sense." TE only: buildings 
that have diminished in value can be sold with- 
out adverse tax consequences, there will be a 
Pengencey 10r Owners, Of existing: properties. to 
hold them and as a result, development may be 


slowed. 


(Gjerdhe- general. pattern, in the -construction ‘and 
propertyiidevelopment fields as: that’ dosses are 
arcurred,Amtads buildings) are; fully; leased. 
Thereafter,’ they are. usually held) as an invest- 
ment for some period of time until sold and the 
proceeds reinvested in new construction or 
development. The proposals contained in Section 
5.17 favour those companies that are not expanding 
and widilechave “the effect of icurtavling the 
activities of corporations that in the past have 
initiated much of the new residential and 


commercial construction in Canada. 


Investment in real estate is generally of a long term 


nature and any subsequent change in taxation will substantially 
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affect the economic feasibility of a project. The proposals 


contained in Section 5.17 if implemented should only apply 


to new acquisitions. 


De Section 5.14 of the White Paper suggests that the 
current capital cost allowance rates might be changed at 
some future time. It is the Institute's view that: the 
existing rates applicable to depreciable property in the real 
estate industry are realistic and that they provide a very 
necessary source of capital. As discussed below, implementa- 
tion of certain other proposals in the White Paper will 
reduce the capital available for property development with 
the result that public real estate companies will be unable 
to meet the demand for accommodation. Therefore, it is 
recommended that the existing rates of capital cost allowance 
should not be reduced. When the system of capital cost 
allowances is considered in greater detail by the government, 


the Institute will submit a further brief on that specific 


subject. 


B. CAPITAL GAINS AND INTEGRATION: 


The Institute has serious misgivings about the proposals 
for taxing capital gains and integrating the taxation of 


corporations and shareholders. 


The effect on Shareholders of real estate and property 
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companies will undoubtedly be prejudicial. Since many of 
these companies are entitled to deduct substantial amounts 
of capital cost allowance, most distributions to share- 
holders will be made out of non-creditable tax and will, 
therefore, be taxable to the shareholders at full marginal 


mates’. 


According to studies prepared for the Royal Commission 
on Taxation, under existing legislation, approximately 60% 
ot -the pre-tax yield.on stocks arises in the form.of:untaxed 
Capital gains and 40% in the form of taxed dividends. The 
combined effect of imposing a capital gains tax and inte- 
grating corporate and shareholder income would, under the 
above assumptions, reduce the after-tax yield of an investor 
with a 50% marginal tax rate by approximately 15% on stocks 
of widely-held Canadian corporations. In the case of share- 
holders of public real estate companies, since distributions 
will be made out of non-creditable tax, their effective 
after-tax yield will be reduced by approximately 27% as 
compared to the present system and their yield will be 
approximately 12% less than for other widely-held Canadian 


companies. 


Based on the Royal Commission's estimate that approxi- 
mately 60% of the pre-tax yield on stocks arises in the 
form of a capital gain and 40% in the form of dividends, the 


following table compares the tax treatment of $100.00 of 
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shareholder revenue under the present system and that proposed 


by the White Paper: 


PRESENT WHITE PAPER 
SYSTEM 
Widely-held 
Canadian 
Companies Public Real 
(with ¢€redit= Estate 
able tax) Companies 
Total Revenue $100.00 $100.00 $100.00 
Dividend 40.00 40.00 40.00 
Capital Gain 60.00 60.00 60.00 
Tax on Dividend (assuming 
a 50% rate) 12,..0002 10.00 20.00 
Tax on Capital Gain 
‘(assuming a 50% rate) 0 LS. 00 1500 
Net Return (Total Revenue 
minus taxes on dividend 
and capital gain) 88.00 15 40u 65.00 
% decrease 15% 27% 


* after deducting the 20% dividend 
tax (eredat 


As a result, equity financing for real estate companies will 
become more difficult because of the bias in favour of other 
Canadian companies with creditable tax. Asa corollany othe 
shares of companies speculating in vacant land will be made 


more attractive than those of companies actually providing 
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residential, industrial and commercial accommodation. It 
is submitted that the problem could be avoided if distribu- 
tions out of non-creditable tax could be treated as either 
a Capital, gaing orncrediteds tosthe- costs bases ofsthes share- 


holder. The latter alternative is favoured. 


a. Theqinshitute thas «found itidifficult to-estimatesthe 
Eonhined sekrect mofpintégrationsandrthéeecdpitalh ji gainsstax: 
E-anplementation of these proposals should result in a 
Reaver birden of tax than would be exigible under the 
tawseOor our major trading partners, it is opposed; Further- 
Mine =sinces tne crrects may be uncertain, 1. 1s. suggested 
that any proposed legislation should be based on a system 
which is already in existence and has been found to be 
workable. In this regard, we would recommend adopting the 
United States' precedent and a maximum rate on capital 


PAiNsS OL Looe 


ie Section 4.27 of the White Paper states that corporations 
must distribute their earnings as dividends within two and 
one-half years or creditable tax will be forfeited. The 
Institute fails to comprehend the necessity for this rule. 
Firstly, it has been argued that the two and one-half year 
rule is necessary in order to limit the amount of outstanding 
claims against the Government. We submit that this argument 


is more than offset by the fact that the Government has 
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enjoyed the interest-free use of the taxpayers' money during 


the interim period. Secondly, reference is made in the 


White Paper to the fact that taxpayers who cannot make use 
of the creditable tax might be tempted to transfer? their 
shares to individuals who could take advantage ofittg? The 
proposal to tax capital gains renders this reason of 
doubtful validity since the vendor probably would realize 

a capital gain of not less than the retained earnings and, 
therefore, be subject to the same tax as if a dividend 
distribution had occurred. Thirdly, the dividend policy of 
public companies is largely dependent upon internal capital 
requirements. The proposal would be an unjustifiable 
restriction on the ability of corporations to allocate 
their funds on the basis of investment needs and opportunities. 
Fourthly, share conditions and provisions in trust deeds, 
mortgage bonds and other forms of debt financing (including 


normal bank credit restrictions) may prevent companies 


from paying dividends within the allotted time. 


4. To the extent that integration will have the effect 


of making the shares of widely-held Canadian companies 


(other than public real estate corporations) which have 


creditable tax and pay dividends much more attractive, 


investments in other securities will be less attractive. 


As a result, the amount of Capital available for debt 


financing through bonds, debentures, mortgages and similar 


securities wi : 
Braties Will~be reduced, Since real property investment 
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depends to a large degree on this latter type of financing, 
it is evident that residential and commercial construction 


wWitl* sutfer’. 


ox The Institute opposes the distinction between widely- 
held and closely-held corporations and in particular, the 
need for shareholders of widely-held companies to revalue 


their shares every five years for the following reasons: 


(aye ane’ distinction will*result in* companies’ inthe 
same business and of the same size being treated 
differently. Although some of the problems could 
be cured by changing the definition, there can be 


no doubt that the result will be inequitable. 


(Dyn order= tO pay theiry taxes“ every five’ years,” con- 
trolling’ shareholders will be forced to sell their 
shares. These sales will require compliance with 
the applicable securities legislation and as such 
shareholders will be put to the expense of issuing 


prospectuses and paying underwriters' commissions. 


(c) In many cases, the securities legislation requires 
that shares be escrowed and in such circumstances, 
these shares can not be sold in order to meet the 


tax liability. Unless the value ascribed to these 
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shares is less than the market price, the proposal 


will cause great hardship. 


(d) Many shareholders will cause their closely-held 
companies to become widely-held companies prior to 
the sale of their shares in order to take advan- 
tage of the dower rate on capital gains. On the 
other hand, the purchaser of the shares will then 
be able to sell the assets of the widely-held 
company to a closely-held company and thereby take 


advantage of the full integration principle available 


to such corporations. 


(e) As previously stated, integration will cause the 
shares of public real estate companies to become 
far less attractive and the five year rule will 


aggravate the situation even further. 


6. If capital gains or integration are to be adopted, it 


is suggested that the top marginal rate of tax on dividends 


be reduced to 50% immediately. 


7. If a capital gains tax is to be imposed, the cost base 


of an asset on valuation date should be equal to the 


greateriok therveost to the taxpayer*or its*value®at that time 
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and capital losses incurred prior to valuation date would 
not be deductible. The Institute can see no reason for 
limiting the use of this formulation to certain typestof 
debt securities. Many taxpayers own assets which have 
declined in value from their original cost and much of 

this decline has been caused by the depressed state of the 
economy. Certainly, the anticipation of legislation imple- 
menting the integration proposal has not caused corporate 
shares to increase in value and it is our suggestion that 


ati assetsishould bentreatedeitdentically. 


We also suggest that the necessity of valuing all 
assets on valuation date will result in considerable diffi- 
culty especially for those taxpayers who are unable to 
retain the services of professional valuators. We, there- 
fore, recommend that a taxpayer be entitled to adopt a time 
apportionment formula as an alternative to actual value on 
valuation date. Thereby, taxpayers could avoid the necessity 
of immediate valuation and could pro rate their realized 
gain over the period of retention so that only the fractional 


amount accruing after valuation day would be taxed. 


8. Although the Institute is. not directly iconcernedi, lit 
opposes the proposal which would limit the capital gain 
exemption on the sale of a principal residence to $1,000 per 


year. In many urban areas, the amount of this exemption will 
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be inadequate even if inflation is controlled. In addition, 


it is biased in favour of less expensive homes and areas 


with lower housing costs. Furthermore, we do not believe 


that many Canadian taxpayers deal in self-occupied residences. 


It is recommended that a tax free "rollover" be allowed in 


all cases where another home is purchased within two years 


from the date of sale. In any event, a percentage allowance 


would be more equitable than the proposed exemption of 


$1,000 per year. 


9. A substantial portion of the equity capital in the real 
estate industry has come from direct foreign investment. 

The proposals contained in Sections 6343) 47 ‘o£ she! White 
Paper that non-residents will be taxable on gains arising 
from the sale of real property and shares in widely-held 
companies where the vendor's interest is 25% or more may 
result in the diversion of capital to countries where more 
favourable treatment is granted. Canada cannot afford such 
a diversion and when this is combined with the very serious 
problems of enforceability, it is clear that the proposal 


should not be implemented. 


C. WITHHOLDING TAX 


In order to finance many real estate projects, it is 
necessary to obtain debt capital from abroad. If the rate 


of withholding tax on interest payments is increased from 
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15% to 25% as proposed under Section 6.36 of the White Paper, 
this source of capital may be diminished. It is, therefore, 
recommended that the existing rate of tax should be main- 

tained or alternatively, that immediate priority be given to 
the negotiation of new tax treaties containing a 15% limita- 


tion. 
D. CONSOLIDATED RETURNS: 


The Institute regrets that no provision has been made 
forthe fing of consolidated returns. It has become 
increasingly common that institutions participating in real 
estate development demand an equity interest in the project. 
In addition, under the Canadian and British Insurance 
Companies Act, insurance companies are not allowed to 
participate on an equity basis other than through share 
ownership. This means that each development must be 
separately incorporated in order to give effect to this 


Situation. 


Although the White Paper proposes that corporations 
may elect to be taxed as partnerships, the suggested 
restrictions indicate that the proposal will be of doubtful 
utility.) Inipauticulan; ait issrare that the fiscal year 
ends of all corporations involved will be the same; in many 
cases, there will be foreign shareholders and in jfany event, 
minority shareholders will not agree to the election unless 


an income distribution is guaranteed. Consequently, the 
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partnership option is an inadequate substitute for Sonsolar 


dated returns and the real estate industry will continually 


be faced by the existing situation whereby losses cannot 


be offset against income in other companies. Furthermore, 
for the purpose of reporting to shareholders, most financial 
statements are now prepared on a consolidated basis and 


the distinction made by the Income Tax Act between separate 


corporations 1s in conflict with this form of presentation. 


E, REVENUE EFFECTS: 


The Institute is concerned about the Government's 
estimate that implementation of the White Paper wid 1s result 
in increased revenues of approximately $630 million by: ithe 
fifth year .)>Although: tax: reformpais: a worthya obj eet iarei,nmt 
is made far less palatable when combined with substantial 
tax increases of this nature. It is suggested that many 
criticisms of the White Paper could be met if the additional 
revenue were used to provide incentives to the private 
sector of the economy or alternatively, if some indication 


were given as to the utilization of the additional! funds. 
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CONCLUSION 


In conclusion, it is abundantly clear to us that in 


many instances, real estate is treated differently than 


other types of business and in most cases, the effect is 


adverse. 


Particularly, the proposals will make it more 


difficult for real estate companies to obtain the financing 


necessary to meet the accelerating demand for residential, 


commercial and industrial construction. As alternatives to 


the proposals, the Institute suggests the following: 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


Section Saigrots thepWhitetPapersshould) nots be 
applicable to public real estate companies. 
Capital cost allowances for real estate companies 
should not be reduced. 

Dividend distributions out of non-creditable tax 
should be treated as either a capital gain or 
credited to the cost base of the shares. 

Capital gains should be subject to a preferential 
rate of tax and we suggest a maximum of 25%. 

The five year revaluation rule applicable to 
widely-held companies. should not be implemented. 
Foreign investors should not be subject to capital 


gains tax in Canada. 
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(7) 


(8) 


(9) 
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Corporations should be permitted to file consoli- 


dated returns. 


The rate of withholding tax on interest payments 


should not exceed 1a ae 


Tax reform should not result in increased total 


taxes. 
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SUMMARY 


i The members of The Canadian Institute of Public Real 
Estate-uohmpanices together with the real ‘estate industry in 
Penetalenre Testricted in their efforts to provide the 
necessary residential, industrial and commercial accommoda- 
ELON --aiecanadad  0yY-a shortage of capital. This shortage 
hassbeen larcely responsible for the increase in the price 

of land and buildings in recent years and will be a continuing 


problem whether or not the White Paper is implemented. 


Za If the White Paper is implemented, the availability 
Offcaplta Wiwilbabe further seduced as’ a result of the 


following proposals: 


6a.) -dlihe woReatron of separate .capitalicostachasses for 
a building costing more than $50,000 and the non- 
deductibility of property losses arising from 
Capital cost) allowances, interest Charges and 


taxes will place an unfair burden on the industry. 


(b) The imposition of a capital gains tax and the 
integration of corporation-shareholder income 
will reduce the rate of return on shares of 
widely-held Canadian companies by 15% as opposed 


to the present system and by 27% inasthe fease of 
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public real estate companies that do not have any 


creditable tax. Equity financing will, therefore, 


become more Avet LCULts 


Gey” late real estate industry relies to a Large “extenc | 
on debt financing. Integration will cause the 
shares of widely-held Canadian companies. (other 
than real estate companies) to become more 


attractive and thereby reduce the source Of capital, 


(d) A substantial portion of the investment in Canadian 
real estate is derived from foreign sources. The 
imposition of a capital gains tax on sales of red 
property and the disposal of shares in widely-held 
companies where the vendor has a 25% or greater x 
interest together with the increase in withholding 
tax rates will cause a diversion of capital to 


countries granting more favourable treatment. 


(e) As a result of the demands by institutions and 
other lenders for equity participation, im reat 
estate projects, it has become necessary to 
Separately incorporate specific projects. This 
Situation when combined with the White Paper's 
failure to permit consolidated returns and the 


inadequacy of the partnership election discriminates 
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against the real estate industry as compared to 


most other businesses, 


Le The existing shortage ‘of ‘capital, iff further reduced 
aSoasresult ot amplementing the White Paper proposals, will 
Cause increased pressure on land and building prices with a 


eonscuucitial wncrease in. rents. 
4, Recommendations: 


(1) Section 5.17 of the White Paper should not be 
applicable to publac real estate companies. 

(2a Capitale cost  altowances Lor real*estate companies 
should not be reduced. 

(3). Divadend distributions out of non-creditable: tax 
should be treated as either a capital gain or 
credited to the cost base of the shares. 

(4) Capital gains should be subject to a preferential 
rate of tax and we suggest a maximum of 25%. 

(5) The five year revaluation rule applicable to 
widely-held companies should not be implemented. 

(6) Foreign investors should not be subject to capital 

| gains tax in Canada. 

(7) Corporations should be permitted to file consoli- 
dated returns. 

(8) The rate of withholding tax on interest payments 


should not exceed 15%. 
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(9) Tax reform should not result in increased total 


taxes. 


MAY 5, 1970, 
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APPENDIX “D” 


THE CANADIAN GAS ASSOCIATION 


SUBMISSION TO THE 


STANDING SENATE COMMITTEE 
ON BANKING, TRADE AND COMMERCE 
ON PROPOSALS FOR TAX REFORM 1969 
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Standing Senate Committee 


The Canadian Gas Association is the corporate 


representative and collective voice for the production, 


nsmission and distribution companies and equipment 
gas industry. In 


tra 
ufacturers in Canada's natural 


omments and recommendations which follow on the 


man 
the c 
tax reform proposals we intend to confine ourselves 
only to matters affecting investor-owned production 
transmission and distribution companies, whose total 
investment currently in debt and equity securities 
issued is in excess of three billion dollars. We 
expect that the views of our equipment manufacturer 
members will be adequately expressed in briefs to 

be presented by other Associations. A brief history 


of our Association is attached. (see Exhibit "A") 


This Association previously made a 
"Submission to the Royal Commission on Taxation" and 
on receipt of its recommendations made a further 
"Submission to the Honourable Minister of Finance of 
Canada" indicating our continuing interest and concern > 


with constructive tax reform. 


In a brief dated February 12, 1970 submitted 
to your committee on the White Paper on Tax Reform 
we requested deletion of paragraphs 4.63, 4.64, and 
4.65 from the proposals. These proposals are adversely 
affecting the equity financing of investor-owned gas 
distribution utilities as a result of the proposed 


denial of dividend tax credits to shareholders of 
these corporations. 


Tax reform on the scale proposed by the 
Government affects every Canadian. Any changes in 


tax laws must be compatible with the overall taxing 


SS 
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system in order to provide a system which meets the 
various important aims of tax reform. This White 

Paper does not deal with such matters as sales and 
excise taxes, capital cost allowances, and estate taxes, 
which are a vital and integral part of a total tax 
reform package. Also, it merely provides a sketch of 
the tax reform proposals. It is impossible to properly 
evaluate the present proposals without the benefit of 
the Government's thinking on the total tax system as 


well as further detail underlying the proposals. 


We have however carefully studied the limited 
information provided in the White Paper and have 
reached the conclusions included in the following 


summary. 
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SUMMARY 


rovt ditts to 
osals to provide a new system of ere 
7 Riana ibis for corporate taxes patd in place of 


the present dividend tax credit system. 


We recommend that the proposal to provide a 
new system of credits to shareholders for corporate 
taxes paid be reconsidered. Possibly an alternative 
system can be devised that would not produce the 
undesirable results that the new system offers. In the 


meantime the present system should be maintained. 


The adverse effect on equity and convertible 
debt financing of growth companies resulting from 
these proposals is inconsistent with the main objective 


for economic growth and productivity. 


The proposed system would result in pressure 


on growth corporations not to declare dividends. 


The proposed system would provide an 
incentive for investment by United States investors in 
equities of the Canadian natural gas industry rather 


than encourage Canadian ownership of Canadian business. 


The tax credit system and the depreciation 
system would work in opposite directions. For a 
growth corporation, the tax credit system offers a 


deterrent offsetting the capital cost allowance system. 


The proposed system would result in a 
reduction in profits of a public corporation receiving 
dividends from another public corporation providing 
less than $50. creditable tax per $100. dividend. 


Ee ee 
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We feel that creditable tax should be based 
on actual corporate tax rates imposed rather than an 


arbitrary 50% rate. 


The proposed tax credit system would result 


in administrative complexity and investor uncertainty. 


2. Capital Gatns Tax 


We recommend that the proposals to tax capital 
gains be given further consideration. In the event 
that a capital gains tax is imposed, the rates should 
recognize inflationary trends and the tax should not 
interfere with investments needed for productivity and 
public purposes. Such a tax would have an adverse 


effect on financing required to develop our industry. 


We are particularly concerned about the 
proposed tax on unrealized capital gains on public 
company shares since investors in growth companies who 
would normally continue their investment may be forced 


to sell shares to pay the tax. 


3. Withholding taxes on debt tnterest. 


Foreign investors should be encouraged to 
invest in debt rather than equity capital of Canadian 
business. Increased withholding tax on debt interest 
would increase interest costs to Canadian borrowers. 
We recommend that withholding taxes not be imposed on 


debt interest. 
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4. Watural_Gas Bx loration, Development and Productton 


es for providing the present 
o be important to the development 


The purpos 
incentive continue t 


of Canada's natural gas resources and the location of 


highly-productive industry in areas with lesser growth. 


We feel that the present system for depletion allowances 


should be continued. 


Oe Deprectation 


We recommend that the incentive provided for 
growth of the Canadian economy through capital 
expenditures by business be continued. The present 
capital cost allowance system should be continued 
unless an improved alternative system can be designed 


to provide a similar incentive. 


6. Taxation of Electric, Gas or Steam Uttlittes . 
(Section 85 of the Income Tax Act) | 


We recommend that the provisions contained in 
Section 85 of the Income Tax Act be continued for 


utility companies. 


?. Bustness expense - nothings 


We recommend that all proper business 


expenditures should be tax deductible, either currently 
Or over a period of years. 
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We feel that the Government should state its 
intentions on certain "nothings" referred to in our 


comments. 


We recommend that consideration be given to 
allowances on certain “capital nothings" existing at 


the time of implementation of the tax reform changes. 


8. Bustness expense - entertatnment and related 
expense 


We recommend that all proper business expenses 
be tax deductible. We feel that stronger administration 
is required rather than the proposed arbitrary 


disallowance of a proper business expense. 
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INDEX 


Proposais to Provide a New System 
of Credits to Shareholders for 
Corporate Taxes Paid. 


Capital Gains Tax. 
Withholding Taxes on Debt Interest. 


Natural Gas Exploration, Development 
and Production. 


Depreciation. 


Taxation of Electric, Gas or Steam 
Utilities. 


Business Expense - Nothings. 


Business Expense - Entertainment and 
Related Expenses. 


The Canadian Gas Association - History 


Proposals to Provide a New System of 
Credits to Shareholders for Corporate 
Taxes Paid. 


Eee 
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1. Proposals to provide a new system of credits to shareholders 
for corporate taxes patd tn place of the present dtvidend 
tax credit system. 


Introduction 


The Government proposes to discontinue the present 
system which provides a 20% tax credit to resident Canadian 
individual shareholders and a tax free receipt to resident 
Canadian corporations on dividends paid by all taxable Canadian 
corporations. It proposes to provide a new system of credits to 
shareholders for corporate taxes paid whereby credits would vary 


with the creditable tax of the dividend declaring corporation. 


In our brief of February 12, 1970 we stated our 
intention to express our views on the concept of the proposed 
system of credits to shareholders for corporate taxes paid. We 
are strongly opposed to the proposals to discontinue the present 


dividend tax credit system and replace it with the new system. 


Economic growth and productivity 


With the present 20% dividend tax credit system 
individual shareholders with marginal tax rates of 33-1/3% and 
50% receiving a $100 dividend retain net after tax proceeds of 
$86.67 and $70.00 respectively. 


With the new system the amount retained by the 
individual shareholders of widely-held Canadian corporations 
would be substantially unchanged if the $100 dividend was received 
from a corporation providing a $35 tax credit. The amount 
retained would be greater than at present if the tax credit 
exceeds $35 and the advantage would increase as the tax credit 
increases. Conversely, the amount retained would be $20 less than 


at present if the dividend was received from a corporation 
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providing no tax credit. (See Exhibit "Be ) 


The proposals to discontinue the present dividend tax 


credit and provide a new system of tax credits are adversely 
affecting the equity f 
relatively less creditable tax. 
on members of our Association. 


jinancing of Canadian corporations with 


We. are. particuharly, ;concerned 


about this adverse effect 


Our industry plays an important role in the development 
and production of Canada's natural gas resources. To provide a 
vital public utility service, it must bring the gas from the gas 
fields to the customer. Also, the export of natural gas to 
United States assists the Canadian economy in balance of payments. 
Our industry continues to require major amounts of capital since 
we are faced with rapid growth and by nature are highly capital 


intensive. 


A stated "main objective of tax reform is to see that 
the tax system does not interfere seriously with economic growth 
and productivity", and to ensure that "investments needed for 
productivity and public purposes are not rejected in favour of 
less desirable alternatives just because of their tax 
consequences". The adverse effect on equity and convertible debt 
financing of growth corporations in our natural gas industry 


resulting from these proposals is inconsistent with this stated 
objective. 


To attract equity and convertible debt capital a 


Corporation with relatively less creditable tax would be forced 


to increase dividends to provide a competitive yield and this 


mhereased cost would have, to be passed on to the customer. It 


would be inappropriate to introduce these inflationary proposals 


at a time when both “Cc 


overnment and industry are waging a war 
against inflation. 
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Risk of foreign control of Canadian business 


"The Government does not propose to give foreign share- 
holders of Canadian corporations credit for the tax paid by those 


corporations" (Paragraph 4.49). 


Accordingly if the international taxing community 
accepts this, the new tax credit system would not cause an 
unfavourable valuation by foreign investors of shares of 


corporations with relatively less creditable tax. 


The shares of gas industry growth corporations have 
already received an unfavourable valuation by the investing public. 
The Canadian investor is weighing the proposals and adjusting the 
price to achieve a competitive net after tax yield. The shares of 
these corporations have therefore, become more attractive to 
foreign investors since the depressed value results in a higher 
than competitive yield to them. An attempt to regain a favourable 
valuation of these shares for Canadian investors by means of an 
increased rate of return would increase the higher than 


competitive yield to foreign investors. 


Under present United States tax regulations, a 
corporation with more than ten percent ownership of the stock of a 
Canadian corporation, not only gets credit for withholding tax on 
dividends received but also for the Canadian Federal and Provincial 


corporate taxes paid by the declaring company. 


Looking at the stated main points to be met in tax 
reform, it is noted that the new system of tax credits is intended 
to "stimulate Canadian ownership of Canadian business", "provide 
a powerful incentive" and “offer a substantial inducement" for 


such Canadian ownership. 
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The powerful incentive for foreign ownership of shares 


f Canadian natural gas industry corporations is inconsistent with 
Oo 


these stated aims. We see the definite risk of a major shift to 
investment by United States investors in the Canadian natural gas 


industry. 


Payment of dividends 


The unfair tax burden that would be imposed on share- 
holders receiving dividends from growth corporations with no 


creditable tax would result in pressure not to declare dividends. 
Growth corporations require large amounts of capital. However, 
payment of dividends might be necessary for financial purposes and 


because of intercorporate relationships. 


Non-payment of dividends due to tax considerations is 
inconsistent with the aim for a “relatively balanced system in 
which there is little incentive for Canadians to receive their 
income in the form of capital gains rather than dividends, or 


vice versa". (Paragraph 3.35). 


Intercorporate dividends 


A $100 dividend received by a widely-held Canadian 
corporation from another widely-held Canadian corporation 
providing a tax credit of $50 would not result in additional tax. 


The tax credit would flow through to the shareholders of the 
recipient corporations. 


However, a $100 dividend received by a widely-held 


Corporation from a widely~held corporation providing no tax credit 
would result in $33 of additional tax. 
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Dividend received $100 


Plus taxable credit - 


Taxable amount $100 
Gross tax - 33-1/3% 33 
Less credit ~- 

Net tax Six3s 


Under the present law, dividends received by one 
Canadian corporation from another taxable Canadian corporation are 
exempt, regardless of the tax paying position of the declaring 
company. 


The new system for taxation of such dividends would 
result in a reduction in cash flow to the recipient corporation. 
Once again, in order to attract future investment, price increases 


would be required which would be inflationary. 


Administrative complexity and investor uncertainty 


The proposed tax credit system would result in 


administrative complexity and investor uncertainty. 


Records would have to be maintained by corporations to 
identify creditable tax by vintage. Creditable tax lost due to 
not being passed on to shareholders within 2% years would be 
deleted and the vintage of dividends and creditable tax would have 
to be matched. 


Apparently a tax credit of $50 on a $100 dividend 
would be available on an early distribution if creditable tax for 
the vintage year was sufficient. A lower amount of creditable 
tax, if any, would remain for subsequent dividends where total tax 


credits were less than 50% of profits available for distribution. 


eo ee 
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ermine the rights of the various 


It would be necessary to det 
d the common shares as to the 


issues of preference shares an 


allocation of such tax credits available. 


Recommendation 


We recommend that the proposal to provide a new system 


o shareholders for corporate taxes paid be reconsidered 


of credits t 
e system can be devised that would not 


Possibly an alternativ 
produce the undesirable results that the proposed new system offers 


In the meantime the present system should be maintained. 


Banking, Trade and Commerce 37: 253 


a Capttal Gains Tax 


Self assessment and efficient administration 


A tax system should lend itself to effective self 
assessment and efficient administration. The proposed method of 
taxing capital gains would encourage taxpayers to avoid payment of 
tax on personal assets and create overwhelming administrative 
problems. 


The valuation of corporate and personal assets would be 
a matter of opinion. Due to their nature the valuation of certain 
assets would be arrived at using an arbitrary basis. The gas 
industry would be required to value all its assets on valuation 
day with a view to their possible sale. The valuation of our 
assets such as gas reserves, rights-of-way for pipelines and 
franchises would be particularly difficult as a basis for market 
values are not available. 


At the time of sale of assets, the valuations arrived 
at by the taxpayer on valuation day would be examined by the 
Government and in many cases long and expensive litigation would 
result to settle the amount of the capital gain. 


Economic growth and productivity 


The proposals would interfere with the economic growth 
of our industry which provides a vital service to the public. 
Members of our industry such as gas pipeline corporations continue 
to require substantial funds to provide the facilities for service 


to domestic and foreign markets. 


These corporations pay relatively low dividends during 


the expansion period. A low level of creditable tax would be 
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e on such dividends due to the capital cost allowance 


availabl 
Investors are attracted to the shares of 


e for growth. 
porations by the potential earnings and dividends 


The investing public has already placed 


incentiv 
these cor 


resulting from growth. 
ourable valuation on the shares of these corporations due 


to the adverse effect of the combination of proposals for a new 
edit system and a capital gains tax. This would result in 


raising development capital for our industry. 


an unfav 


tax cr 
great difficulty in 


The increased cost of debt and equity financing which 
would result from implementation of these inflationary proposals 
would flow through to the consumers. A stated aim of the tax 
reform proposals is "Some proposals in this paper are intended to 
ensure that the incentive to work and invest is not unduly 
inhibited and that investments needed for productivity and public 
purposes are not rejected in favour of less desirable alternatives 
just because of their tax consequences". Clearly, the adverse 
effect on financing of these corporations which provide a vital 


public service is inconsistent with this stated aim. 
Fairness in taxation 


Taxation cof accrued gains in the value of shares would 


be a tax on unrealized capital appreciation and represents an 
appropriation of capital. 


It is inequitable since it would treat similar 
i - ; 4 Tey 7 | 
nvestments differently. A person or corporation whose anniversary 
i ave ‘ ‘ : 
s divisible by five ina year in which market values are high 


would be required to pay a tax on the increased value. This 
Shareholder might ha 


the tax. 


ve to sell shares of the corporation to pay 
7 This would be particularly unfair where a shareholder 
intended continuing investment and was required to sell ata 


Sub : 
sequent lower price to pay the tax. A shareholder with a 
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minimum controlling interest could lose control. In the following 
year a low market value could provide a refund of tax for another 

shareholder on shares of the same company. This inequity May not 

be corrected in the future as the investor may have a lower rate 


of tax when a deemed loss is taken into account. 


A stated aim of tax reform is that "People in similar 
circumstances should carry similar shares of the tax load". 
Clearly, the treatment of shareholders of similar corporations 


differently is inconsistent with this stated aim. 


The proposed system does not recognize inflationary 
trends and tax would be paid on ficticious gains. For example, an 
asset purchased in 1961 at the price level of $1.00 would be 
worth $1.279 in December 1969 based on the purchasing power of the 
1969 dollar in relation to the 1961 dollar. Imposition of tax on 
an increase in price levels could result in a tax when a "real" 


loss exists. 


Canadian ownership of Canadian business 


The proposal to impose Canadian tax on accrued gains of 
foreign investors appears contrary to the stated aim of 
encouraging Canadian ownership of Canadian industry. Foreign 
investors who establish a controlled public company with Canadian 
equity participation would be penalized as they would be subject 
to a tax on unrealized capital appreciation. However, foreign 
investors who establish wholly-owned subsidiaries in Canada would 
not be subject to tax until the subsidiary is sold which, in many 


cases, would be unlikely. 
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Recommendation 


Canada is a rapidly growing country in need of capital 
ries. We are of the opinion 


to develop its resources and indust 
Canada's best interests as it 


that a capital gains tax is mot an 
would lessen the availability of development capital. We feel 
that a tax on unrealized gains on 
have a serious adverse: effect on the financing of resource- 


orientated companies. 


If realized capital gains are to be subject to tax, we 
recommend that a relatively low rate of tax be applied which would 


recognize inflationary trends and which would not deter investment 


in capital assets. 


shares of public companies would — 
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3. Withholding Taxes on Debt Interest 


Foreign ownership of Canadian industry is of great 
concern to all Canadians. However, attraction of foreign capital 
is essential to the development of the Canadian economy. Therefore, 
foreign investors should be encouraged to invest in debt rather 


than equity capital of Canadian business. 


Withholding taxes are a major consideration in 
determining interest rates and many Canadian borrowers are required 
to indemnify foreign lenders for unrecoverable Canadian withholding 
tax on debt issues. As a result, such taxes effectively increase 


interest costs to Canadian borrowers. 


The adverse effect which withholding taxes impose on 
debt issues was recognized by the Government of Canada iD wts 
waiver of withholding tax on debt issues of Churchill Falls 
(Labrador) Corporation. In the Department of Finance News Release 
OfrAprilr307 1968; iitiwas stated "without the exemption from 
withholding tax, the sale of such a very large issue of bonds in 
the United States might be impossible and in any event would be 


unduly costly". 


The withholding tax on debt capital is nota sufficiently 
important source of revenue for Canada to justify the restrictions 
which it imposes on attracting debt capital. Total withholding 
taxes from all sources, including interest, dividends, rentals and 
royalties, amounted to 2.02% of total budgetary revenue for the 
year ended March 31, 1969. Revenues lost by withdrawal of the 
withholding tax on debt issues would be partly offset by Government 
revenues gained through lower deductions as a result of reduced 
interest costs. The slight decrease in Government revenues would 
be justifiable since it would encourage foreign investors to invest 


in debt rather than equity capital. 
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Recommendation 


We recommend that withholding taxes not be imposed on 


debt interest. 
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4, Natural Gas Exploration, Development and Production 
Depletion 


The White Paper proposes that depletion allowances 
would be continued for mineral (including natural gas) producers, 
but the amount of depletion allowance would be limited in the 
future to one-third of the drilling and exploratory expenses 
incurred. A taxpayer would only be entitled to deduct maximum 
depletion if he spends sufficient amounts on these eligible 


expenditures. 


The White Paper gives recognition to the inherent risks 
that are evident in the exploration and development of gas 
deposits but in turn, proposes legislation which would essentially 


increase the tax burden for the natural gas production industry. 


The value of natural gas production since the end of 
World War II has risen some thirty-fold. Much of this growth can 
be attributed to present legislation entitling the operators of 
natural gas wells to claim depletion allowances without limit in 
respect of profits derived from the production of the resource. 
The emergence of natural gas as a major mineral has resulted ina 
highly productive industry in areas of Canada outside those where 
rapid urban and industrial growth are already occurring, thereby 
creating better regional economic balance. Present tax incentives 
have assisted the natural gas industry in maintaining a strong 
international position. Overall, the present legislation has 
contributed to a stronger and healthier growth of the Canadian 


economy. 
The industry's ability to attract both Canadian and 


foreign capital and to generate savings internally are enhanced by 


the present tax legislation. Any reduction in the tax incentives 
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Paper would reduce the return on 


as proposed within the White 
atural gas industry and reduce the 


capital invested within the n 


level and range of future exploration and development. An 


incentive would be created to divert exploration out of Canada and 


to invest in other markets. 


It is important that Canadian incentives for the natural 
gas industry be similar to those within competing countries. Even 
the recently amended United States tax legislation provides for 


depletion incentives on a far more generous scale than proposed in 


this White Paper. 


It follows that the proposed reduction in the depletion 
incentive would result in a demand for higher well-head prices for 
gas to provide an equivalent return to that being received under 
the present system. Inevitably, there would be an increase in the 
cost to the consumer or user of natural gas and its products 


adding to the present inflation problem. 
Recommendation 
We feel that the present system should be continued. 


Capital gains tax and new system of credits to shareholders for 


corporate taxes paid. 


The implementation of the proposed Capital gains tax 
and the new system of credits to shareholders would result ina 


serious adverse affect on the growth of the natural gas exploration, 
development and production industry. 


The prospect of capital gains in this high-risk business 


is 
@ prime motivation for investment. Also, a relatively low 


level 
of creditable tax would be available due to the tax incentives 
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Recommendation 


We recommend that the proposed capital gains tax and 
new system of credits to shareholders be reconsidered. 


37: 262 Standing Senate Committee 


5 Deprectation 
In the White Paper "the government intends in due 
course to invite briefs 


allowance". (Paragraph 5.14). 
part of the total tax reform package and must be considered at 


this time. 


on the system and rates of capital cost 
Depreciation is a vital and integral 


The present capital cost allowance system and rates 
have provided an important incentive for growth of the Canadian 
economy through capital expenditures by business. Present 
expenditures were made on the assumption that this system would 
continue. Continuation of this incentive is essential to the 


future development of the Canadian economy. 


A stated aim of the White Paper is "the second main 
objective of tax reform is to see that the tax system does not 
interfere seriously with economic growth and productivity". 
(Paragraph 1.10). A reduction in the depreciation incentive would 


be inconsistent with this stated aim. 


Recommendation 


We recommend that the incentive provided for growth of | 
the Canadian economy through capital expenditures by business be 
continued. The present capital cost allowance system should be 


continued uniess an improved alternative system can be designed to 
provide a similar incentive. 
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6. Taxatton of Electric, Gas or Steam Utilities 
(Seetton 85 - Income Tax Act) 


Under existing legislation, Section 85 of the Income 
Tax Act, certain electric, gas and steam utilities are granted a 
limited income tax rate reduction on income attributable to the 
sale for delivery in Canada of electrical energy, gas or steam. 
However, as part of the new system for taxing Canadian corporations, 
the government would appear to establish a single rate of 
corporation tax applicable to all corporations. This proposal might 


therefore repeal the existing provisions under Section 85. 


This legislation was introduced to provide relief for 
these public utility companies. In view of the nature of their 
business, these utilities are required to raise large amounts of 
Capital for the expansion of public services within their franchise 
area. To a large extent such expenditures are non-discretionary. 
Also because of the public control of rates, these utilities are 
allowed to earn only a limited return on this capital. It was 
anticipated by the government that this relief might assist such 


companies in attracting the required capital. 


In order to keep pace with the rapid development of 
the Canadian economy, these utilities must continue to grow with 
the expanding communities thereby increasing the need for future 
capital requirements. Existing provisions under Section 85 must 
be continued within the tax reform proposals to enable this future 


expansion of gas, electric and steam corporations. 
Recommendation 


We recommend that the proposed system for taxing 
Canadian corporations be enacted to maintain existing provisions 
granted under Section 85 of the Income Tax Act for electric, gas 


and steam utilities. 
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2 Business Expense - Nothtngs 


The proposal of a new depreciation class that would 


E : 1 
allow depreciation of "capital nothings” 1s eos: 


we feel that all proper business expenditures should be 
tax deductible. In certain cases depreciation or amortization over 


a period of years is appropriate. For other items current 


deduction is appropriate. 


The proposals specifically refer to “goodwill" and 

"capital nothings", but we are uncertain as to the Government's | 
intentions on such as the following items and request clarification 
that they will be either currently deductible or depreciable: 

Organization expense, fees paid to under- 

writers for capital financing, discount on 

the issue of debt capital, presently non- 

deductibie foreign exchange, rights-of-way 

with a nominal perpetual life and interest 

expense on such as funds borrowed for 


payment of dividends. 


Since this change is long past due it seems reasonable 
that an allowance should be made for all such "nothings" still 
included among the assets of business. 


Recommendation 
SSeetehncation 


We recommend that all proper business expenditures 
should be tax deductible, 


years, 


either currently or over a period of 
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8. Bustness Expense - Entertainment and Related Expenses 


We feel that all reasonable business expenses should be 
tax deductible. Gas industry corporations are required to incur 
costs of this nature for legitimate business purposes of benefit 


to the company. 


In this era of rapidly changing and expanding technology, 
it is vital for the economy and growth of our industry to keep 
abreast of these changes. Seminars, workshops and the annual 
meetings of business and professional associations provide a forum 
where employees may participate to obtain information through 
formal presentations and by the exchange of ideas with individuals 


sharing a common interest. 


Management strives to maintain adequate control through 
budgeting, authorization and approval of these costs. Moreover, 
in the case of our regulated members, the authorities periodically 
review these costs to ensure that they meet the test of being 


reasonable business expenses properly chargeable to customers. 
Recommendation 


We recommend that all proper business expenses be tax 
deductible. We feel that stronger administration is required 
rather than the proposed arbitrary disallowance of a proper 


business expense. 
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EXHIBIT "A" 
THE CANADIAN GAS ASSOCIATION 
Set CAN SE ee ee ees 
History 


The aims of the Association are the same today as they 
were when it was founded by the representatives of twelve Ontario 
utilities in 1907 to solve the common problems of its members, to 
promote the greater use of gas and to establish and maintain 


safety standards for the industry. 


In 63 years, the Association has grown into an 
organization operating from coast to coast, providing liaison 
between the gas industry and the Canadian public and serving as 


spokesman for the industry at the various levels of government. 


Various committees and sub-committees provide the member 
companies with advice and information and a forum for exchanging 
ideas and developments, 


A professional staff administers day-to-day operations | 
of the Association's Secretarial, accounting and inspection depart- 


ments and the industry's national marketing and public relations 
programmes. : 


Several years ago, the Association organized its 


approvals division which has since been responsible for testing 
and approving all gas-fired equipment manufacturered and sold in 
Canada. 


guaranteed an unequaled standard of safety, reliability and 
performance, 
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Section I 


(hte onmD Ce ees 


The Canadian Association of Oilwell Drilling Contractors 
(CAODC) welcomes the opportunity of presenting its views on the 
Proposals for Tax Reform (the 'White Paper') released in Novem- 
ber 1969 by the Honourable E.J. Benson, Minister of Finance. 
CAODC wishes to extend its appreciation to Mr. Benson for pro- 
viding Canadians with the opportunity to review and comment on 
the proposed tax reforms while they are in the White Paper stage. 
The Association looks forward to discussing its brief with the 
House of Commons Finance, Trade and Economic Affairs Commit- q 


tee and the Senate Banking, Trade and Commerce Committee. 


The Canadian Association of Oilwell Drilling Contractors 
was incorporated on June 18th, 1949, for the purpose of improving | 
the status of the oilwell drilling and contracting industry as a whole 
and of providing convenient and ready means for cooperation in the 


study and dissemination of information considered to result in the 


mutual benefit of the oilwell drilling contracting industry, the petro- 


leum industry generally, and the economy of the nation. It presen 7 


iS composed of: 
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(a) 43 drilling contractor members owning 335 oilwell 


drilling rigs, representing virtually 100% of the 
industry; 


(b) 27 service rig members owning 170 rigs; and, 


(c) 77 associate members consisting of manufacturers, 
Suppliers (including drilling mud and chemical ate panies). 
oil, safety, equipment rental, catering, housing and 
camping companies, and eee brokers, etcetera. 
Currently, the oilwell drilling and servicing industry em- 

ploys over 6,500 people with combined wages and salaries of about 


$42 million. Thus, although composed of many small businesses, the 


industry is reasonably large by Canadian standards. 


The brief commences with background information about 
the characteristics of oilwell drilling and servicing. Because this 
contracting service is a highly specialized phase of the petroleum 
industry which is unfamiliar to most Canadians, this background 
information should place the reader is a better position to assess 


this submission, 


The principal portion of the submission deals with major 
Subjects of concern to CAODC. Omission of certain proposals does 


not necessarily mean that the Association supports or rejects them. 
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In the interests of brevity, the submission does not 


deal with White Paper proposals which it considers to be favourable, 


including: 

Le increase in personal exemptions to give tax relief 
to those with lower incomes; 

Sate deduction of child care expenses that face many 
working mothers today; 

Be taxation of unemployment insurance benefits and 
deductions of UIC contributions by employees; 

4h, -removal of the Canadian tax exemption on teaching 
salaries of visiting professors and teachers; 

bis elimination of 'tax havens'; 

Bic partial deductibility of employee costs of earning 
their living; and, 

ie partial deductibility of employee cost of moving. 


The brief concentrates on White Paper proposals which 
directly or indirectly affect the oilwell contract drilling and servicing 
industry, its employees and shareholders. The Association is in the 

+ 


best position to assess these impacts and has a responsibility to the 


industry and to the government to bring its views forward. 
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mecbions lz 


SUMMARY AND RECOMMENDATION 


OS SUMMARY 


4 ie In 1947, foreign-owned companies met most of the oilwell 
drilling and servicing needs in Canada. At present, virtually 
all of these needs are provided by Canadian-owned companies. 
This shift in ownership occurred under existing income tax 
legislation, and is consistent with government objectives to 


promote Canadian ownership. 


ie The ‘ability to pay' basis for fairness and equity in taxation 
proposed by the White Paper gives no consideration to 
investment risks. Unless tax incentives are available to 
compensate risk-taking, investors will divert their capital 


to relatively secure investments. 


Without tax incentives that recognize the risk problems, 
Canadian oilwell drilling and servicing contractors cannot make 
the substantial investments required for increased operations 
in the Canadian north and offshore which involve greater rusk 


than the industry has previously experienced. 
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The White Paper proposals reflect a political philosophy which 


will have the effect of increasing the relative importance of 


the public sector of the Canadian economy. If implemented, 
the proposals will provide sizeable revenues for programs 


which have not been identified by the government or approved 


by the voters. CAODC rejects these two propositions, 


At the same time, the obvious dis-incentives reflected 
in the proposals seem contrary to established and long stand- 
ing government policies, particularly those relating to educa- 
tion, training, retraining, and financial or technical assistance 


to industry. 


The basis of the proposal for taxation of capital gains seems 
unfounded, as reflected by the White Paper's statements 


relating to: 


(i) ‘'surplus-stripping', which CAODC believes is no 
longer a problem; 


(ii) the proposal to write off capital losses, which 
is of little value to an entrepreneur with his 
capital and earnings tied to one company such 
as a drilling or servicing operation; 


(iii) the unworkable and unfair valuation day and deemed 
realization concepts; and, 


(iv) combined impact of estate and capita: gains tax 
which could create Serious problems in connection 
with a drilling or servicing business which normally 
does not lend itself to minority interests, 
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3) The White Paper admits that its capital gains proposal, if 
implemented, will be a relatively unimportant source of revenue. 
On the other hand, it will be punitive to the individual because 
it will be superimposed on personal income and will likely be 
taxed at the maximum rate in many cases, If the government 
is sincerely interested in encouraging Canadians to invest in 
its economic development, capital gains should be tax exempt. 
If implemented, such a tax should be separate from personal 
income tax rates and its effective rate at all levels of taxable 
income should be significantly lower than that levied in the 
es In any case, there should be no capital gains tax on 


unrealized capital gains. 


6, The proposal to tax realized capital gains on the sale of 


prinicipal residences should be dropped. 


ite The proposal to distinguish between closely-held and widely- 
held companies on the grounds that they do not compete with 
each other is erroneous. Therefore, any specific tax proposals 
based on this error should be rejected. CAODCisuggests that 
the present tax credit system should be maintained with those 
modifications noted in Section VI rather than moving into the 


proposed creditable tax method. 
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40, 
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The proposal to tax goodwill represents retroactive taxation 


which will impair investor confidence. The White Paper 


specifically states that the reforms should not have a 


retroactive effect. 


The proposal regarding allowable expense accounts: Te: tog 
inflexible and fails to recognize legitimate differences between 
advertising and sales promotion methods used effectively by 
aifferent industries. The sales promotion methods necessary 
in the drilling and servicing industry are much more personalizec 
and therefore much different from those used to sell soap or 


automobiles. 


The White Paper admits that implementation of its proposals 
will reduce investment in the petroleum industry and yet, at 
the same time, acknowledges that Canada must maintain a 
hospitable investment climate. 

This admission about investment in petroleum sincerely 


concerns CAODC as its members are wholly dependent on 


that industry. 


During the 1970s, the exploration and petroleum industry 


will require at least $20 billion for new investment if it is to 
be in a position to meet the demand for Canadian oil and gas. 


B ° 
ecause of the worldwide Shortage of capital, Canada will be 


ce 


126 


133 
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in competition with other countries for these same investment 


dollars. 


The White Paper also admits that implementation of its 
proposals will reduce investment in closely held companies. 
CAODC is also concerned about this statement, since the 


majority of its members are closely held companies. 


The White Paper has under-estimated the adverse effect 
that implementation of the White Paper proposals would, 

of necessity, have on emigration of highly-skilled professional 
and technical employees of the petroleum industry from 


Western Canada, 


The oilwell drilling and servicing industry has provided tens 

of thousands of full-time and part-time jobs, particularly for 
farm and other rural residents in Western Canada. In addition, 
it has created attractive opportunities for businesses located 

in many small communities close to drilling operations and indeed 
has created entirely new rural communities. Examples include: 
Drayton Valley and Rainbow Lake in Alberta, Estevan and 

Switt Current in Saskatchewan, and Port St. John and 


Fort Nelson in British Columbia. 
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14 Many of the White Paper proposals are extremely complex 


and therefore in conflict with the White Paper objective 


of simplicity and widespread understanding. 


B. RECOMMENDATION 


The matters referred to on page 3 of Section 1 of this 
submission could largely be incorporated into the present Act. 


However, it is unrealistic for the Minister of Finance to expect 


the public to suggest alternatives to specific White Paper proposals q 


which they find unacceptable, for reasons which are identified in 


Section L1X-< 


The only logical procedure is to retain the present Income Tax 


Act, modified gradually to incorporate reasonable changes accept- 
able to the taxpayer, business community, and government. This 
approach would eliminate existing uncertainty associated with 
introduction of a totally-new untested tax reform bill, and would 


preserve the legal precedents established over a long period. 
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Section III 


eee reo Co KOR eT ME, OLigwetsis 

DRILLING AND SERVICING INDUSTRY 

Oilwell drilling and servicing is a highly specialized industry 
required for petroleum exploration and development. In effect, a 
drilling rig is a highly mechanized self-contained mobile factory. Its 
sole function is for drilling holes that can be completed to permit 
recovery of oil or gas. The servicing rig provides for (1) completion 
of a well prior to production, and, (2) remedial work necessary in 


order..to maintain sproduction: 


A drilling rig is a composite of structures, machinery, 
instrumentation and other parts. The value of onshore rigs varies 
from $350,000 to $1,250,000. Drilling capacity of these rigs ranges 
from 1,500 feet to 20,000 feet. (Large offshore drilling units 
specifically designed for oil exploration off coastal seaboards may 
cost as much as $12 million.) ‘The value of a servicing rig ranges 
from about $100,000 to $400,000. Many other kinds of companies 
and organizations are involved in drilling and servicing operations, 
including drilling mud and drilling bit suppliers; well coring, testing, 


cementing and electric-logging companies; and, truckers. 


related .supply=)companies ane wholly dependent on the level of 


exploration and development expenditures in the petroleum industry. 


Therefore, any developments, such as tax reform measures, which 
? 


deter investment in petroleum exploration and development in 


Canada will have a direct and adverse impact on the Canadian 


oilwell drilling and servicing industry. There are no alternative 


uses for drilling and servicing rigs, which have a comparatively 


low break-up value. 


The widely-scattered location of exploration and develop- 
ment activities of the petroleum industry can create logistics 
| problems for a drilling or servicing contractor, For example, a 
drilling rig may be moved as many as 20 times per year over distance: 
varying from one-half to several hundred miles, which is an expensive 
operation. The cost of moving a medium-sized (400=ton) rig a dis-— 
tance of 100 miles over comparatively accessible and easy terrain, 
such as southeastern Alberta, would be about $5,000. The costs 
of moving a large-capacity (800-ton) rig to a remote location has 


exceeded $250,000, 


Contractors must have the capability to move rigs on 


very shor i ; 
‘gf t notice. Because speed and efficiency in rig-move and . 
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PANARCTIC OILS — ARCTIC DRILLING 


COMMONWEALTH HI-TOWER ARCTIC JOINT VENTURE RIG #1 
DRILLING DRAKE POINT WELL ON MELVILLE ISLAND 
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loads are highly unitized. As many as 30 


rig-up are SO essential, 


specialized oilfield trucks are required to move 4 medium-capacity 


rig (Some oilfield trucks are capable of handling 40-ton loads.) 


Drilling contractors generally hire rather than own trucks required 


for rig movement, which provides significant revenues to local 


truckers who specialize in transportation of oilfield equipment. 


In order to remain competitive in the future, drilling 
and servicing contractors will have to adjust the capacity and design 
of their respective equipment to provide for the expected increasing 
relative importance of exploration and development activities in 
northern and orfshore areas, and the expected trend towards deeper 
drilling. Logistics problems for northern operations are more com- 
plex because of the need to further develop rigs that can be trans- 
ported by aircraft, helicopters, tracked vehicles and perhaps even by 
hovercraft, or which can be moved to drilling sites by more indirect 
routes using conventional transportation media. Drilling and servicing 
contractors will have to make substantial capital investments to 
adjust to this increasing trend towards northern, offshore and deep- 


er drilling in the continuing search for hydrocarbon reserves. 


About 80 per cent of oilwell drilling operations are con- 


tracted for on a fixed fee per foot drilled basis. Thus, the cone. 
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tractor must absorb all costs, including unplanned and expensive 
'fishing! costs to recover objects lost in the hole. Operating 

costs associated with drilling normally run between $1,500 and 
$3,000 per day. Therefore, if it takes three days longer than 
estimated to complete a well, added costs to the contractor would 
be $4,500 to $9,000. 'Fishing' costs may increase operating costs 
by $2,500 to $3,000 per day. If movement of a rig is halted due 
to weather conditions, the added transportation costs are generally 
absorbed by the contractor. During such delays, he must also keep 
his 15-man drilling crew on the payroll. The drilling contractor also 
faces risks of a geological nature, such as loss of drilling mud circu- 
lation or a higher degree of abrasion than anticipated. Because of 
these and other inherent risks, it is impossible to accurately predict 
net cash inflows from a drilling operation. As the relative impor- 
tance of northern drilling becomes more significant, the risks asso- 
ciated with transportation of rigs into and from northern drilling 
sites will also increase in relative terms. ‘This northward trend will 


increase the difficulty and costs of financing drilling operations. 


Contractors also face the risk of having no work for 
one or more rigs because of a sudden shift by petroleum companies 


from one geological exploration 'play' to another iplay' some distance 
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i he contractor must attempt 
away. Under such circumstances, tne 


to assess the duration of such a shift. He must then decide 


whether to keep the available rigs at their existing location with 


no work or to move them to the new 'play' at his own expense. 


At the time of the 1947 Leduc discovery, the demand 
for oilwell drilling and servicing was met almost entirely by United 
States contractors who moved into Canada with equipment and 
know-how. In time Canadian-owned contracting firms were formed. 
At present, there are 43 drilling contractors (owning 335 rigs) and 
27 servicing contractors (owning 170 rigs) operating in Canada. 
Total investment of these contractors, including investment in @ 


offshore rigs, probably totals about $250 million. The investment 


in related supply companies is not included in this amount. 


About 90 per cent of the drilling contracting companies 
and rigs are Canadian-owned. Over 90 per cent of the servicing 
contracting companies and about 85 per cent of their rigs are 
Canadian-owned. This trend towards a comparatively high degree 


of Canadian ownership has occurred under existing income tax legis- 


lation, 
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Section IV 


PAIRNESS AND EQUITY IN TAXATION 


One of the five goals and Standards which guided the 
authors of the White Paper in the approach to tax reform was 
"a fair distribution of the tax burden based upon ability to pay 
ites o( 1.6) sin Phe swWhite: Paper also states: 

PH airnessain taxation limpliesre.G». that people in similar 
circumstances should carry similar shares of the tax 


load-. #. .., his, concept,of fairness must shape the 
standards we apply in stating just what income is ait o(1 £8) 


"Fairness also requires that people with higher incomes, 
people who are better off, should be expectedwio payain 
taxes a larger share of their incomes than persons with 
lower incomes. This concept of Nability~ to pays, ise em— 
bodied mainly in the personal income tax as a progressive 
graduated tax having increasingly higher rates as income 
increases." (1.9) 


The ability to pay approach to apportioning the tax burden 


takes the position that taxes are equitable when they are levied 


according to a defined capacity of individuals or groups. i/ 


CAODC believes, however, that if each taxpayer is taxed 
according to capacity (that is, according to the number of dollars 


under his control), consideration is not given to the risks assumed by 


1/ Royal Commission on Taxation, Volume 3, page 3. 
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the entrepreneur or investor. VY Astair and equitable tax system 


Investors must be able to accumu- 


must provide for such risks. 


ich generates economic activity. Gains or yields 


late capital wh 
realized by investors should increase as investment risks increase. 


For example, investors look for a higher yield from a mining com- 


pany than from a public utility company which has the protection 


of a franchised market area. Similarly, the rate of return per- 


mitted on one utility company will be higher than the return per- 


mitted on a utility company with lesser risk. 


Certain White Paper proposals or comments recognize 
that tax incentives are worthwhile. For example, it proposes 
specific expense allowances 4S an incentive or benefit to working 
mothers. Similarly, the White Paper states, and CAODC agrees, 
that the present capital cost allowance system has served Canada 


well. The White Paper points out that “one of the reasons that 


it works so well may be because, on balance, the rates tend to be 


on the generous side." (5.1) 


It is regrettable that the White Paper did not recognize 


the value of incentives throughout all its tax reform proposals. 


Unfor + joes pe 
tunately, certain opinions expressed in the Paper in connection 
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with incentives and fairness are completely misleading. For example, 
in paragraphs 3.1 and 3.2, it is suggested that capital gains must 
be taxed ". . . if Canada's tax system is to be fair;icand ifcitzis 
to be effective." To illustrate its point, the White Paper refers 
to an over-simplified hypothetical case of two neighbours, one who 
makes a substantial stock market gain or real estate protitii) Che 
White Paper illustrates this by stating: 

"A Canadian who is able to realize a substantial. stock 

market profit or real estate gain clearly has an increased 

ability to pay; he is better able to pay for a new car, or 

to pay for stocks and bonds, or to pay income taxes, than 

is his neighbor who has not had such a gain. At present, 

Canada does not tax this ability to pay. Asa result, 

some very well-to-do Canadians pay far less tax than 

others with similar abilities to pay, and less even than 

others with much lower incomes (all because these parti- 

cular Canadians receive a large part of their income as 

"capital gains'")." (3.2) 

CAODC believes this example is misleading, and, there- 

fore, must be discounted or ignored in any objective assessment of 
fairness and equity in our tax system. CAODC feels it is essential 


to dwell on paragraphs 3.1 and 3.2 since they seem to typify the 


errors in the White Paper's assessment of investor motivation. 


The hypothetical example makes no reference to the cir- 


cumstances under which a typical investor is put in a position to 
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et or real estate profit (or loss). The 


realize a stock mark 


white Paper leaves the erroneous impression that the 'well-to-do! 


(a term which is not defined) represents the typical investor. 


GAQDC believes that the typical investor may have: 


(i) invested all or a4 portion of his savings in a new 
‘ssue of a public company or 4 privately-owned 
business, thereby running the risk of losing all 
or part of his investment, or 

(ii) over a lengthy period invested a portion of his 


annual savings in shares of Canadiam and ?tother 


companies, some of which have increased in value 


over time. 


The typical investor undoubtedly made personal sacrifices 
mm order to accumulate savings for investment inus teck: market. or 
real estate opportunities. Conversely, the neighbour who did not 
realize such gains may have used up all his discretionary income in 
expensive holidays in distant lands, or in purchase of expensive 


cars, etcetera, which are of little value to the Canadian economy. 


Securities or real estate investments do not represent 


the only types of risk-taking investments. For example, the share- 


holders of an oilwell drilling or servicing company take substantial 
personal financial risks (perhaps in the form of personal guarantees) 


each time they buy equipment on a long-term basis from suppliers or 
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on bank credit. Any appreciation in the value of his investment 
develops over a long period of time, during which levels of drilling 


activity can change considerably. 


A fair tax system must give recognition to risk-taking, 
personal sacrifice and hard work by owners. The White Paper 


ignores the fact that entrepeneurs build a country and its economy. 


The hypothetical example alludes to 'substantial!' profits 
or gain. CAODC is of the opinion that, although some investors 
periodically realize windfall gains, appreciation in value on typical 
investments are considerably less than 'substantial' and are realized 
only after a lengthy period of commitment. Certainly this is true 
of realized gains on sales of oilwell drilling and servicing company 


investments. 


The beginning of the paragraph 1.12 recognizes that 
increased taxes on higher income taxpayers could not possibly pay 
the cost of any substantial tax reduction for low-income Canadians. 
The naivity of the White Paper philosophy is evident from the con- 
cluding sentence of the paragraph, which suggests: 

"The way to obtain more revenue above this level is to 
tax capital gains, close the loopholes, and encourage people 


to work and invest by avoiding excessive rates on incomes 
in the highest brackets." (1.22) 
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It is truly difficult to comprehend how people will 


ork harder and run the risks inherent in most investments if 
Ww : 


faced with the capital gains tax proposal outlined in the White 
and the estate tax amendments introduced last year, irre- 


Paper 


spective of the removal of excessive rates on the highest income 


brackets. 


These and other obvious intentions of the White Paper 
proposals to redistribute existing and future savings of Canadians 
and, at the same time, to significantly increase the relative 
importance of the public sector of the Canadian economy, reflect 
a political philosophy which has not been supported by the majority 

- of federal and provincial voters, as evidenced by the relative 
strength of various political parties in the federal Parliament and 
provincial legislatures, At the same time, the obvious dis-incentive 
reflected in many of the White Paper proposals seems contrary to 
established and long-standing federal government policies designed as 
incentives to assist Canadians at large to improve their lot. Such 
policies include those related to education and re-training of the 
labor force, and government financial and technical assistance (in 
the form of research and development, plant location, assistance and 


trade promotion) to Canadian companies, 
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CAODC strongly believes that, without realistic incen- 
tives for Canadians to save and invest, it will be difficult for 
Canada to achieve the second goal of the White Paper which is so 


important to all Canadians, namely "steady economic growth and 


continuing prosperity." 


22267—193 


37: 292 


Standing Senate Committee 


Section V 
CAPITAL GAINS AS INCOME 


The White Paper suggests that introduction of a capital 


sains tax should remove some of the uncertainty which exists under 
oS 


the present Act as to whether a particular transaction is taxable 


iMcome of @ hadt-exempt gain (9.10 and) 2.17 )3 


The White Paper 


does not hold that: 


"... the distinction between so-called "capital gain" and 
an income receipt is either great enough or clear enough 
to warrant the tremendous difference between being com- 


pletely exempt and being complete taxable." (3.3) 


The CAODC reaction to the White Paper's basis for a 


capital gains tax and to the specific proposal for such a tax is 


summarized below. 


5 ie 


‘The White Paper states that: 


“The exemption for capital gains has also encouraged tax- 
payers to make determined and persistent efforts to 

receive their income in that form, since then it would not 
bear tax. This tendency was well illustrated by the rash 
ie ee eae to in the late 1950s and "early 1900. " 


CAODC believes that existing tax legislation provides the 


Tax Department with the power, which it has exercised, to 
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Stop 'surplus-stripping'. At the time of the appointment of 

the Royal Commission on Taxation, surplus-stripping was very 
much in evidence. Since the Royal Commission Report was 
published in 1967, tax decisions have been handed down by the 
courts which show that surplus-stripping had been effectively 
Stopped without any change in legislation. In addition, in a 
speech at the recent Canadian Tax Foundation Conference in 
Montreal, Mr. John G McDonald, Q.C., stated: "Section 138A, 
for example, has put an end to dividend stripping ...." af 

In view of this, introduction of a capital gains tax on the 


grounds that it will prevent surplus-stripping is unnecessary. 


es The White Paper also states that under the present taxation 
system: 
*. . . if the corporation does not distribute the profits, 


the value of shares in the corporation will almost certainly 
increase. If a shareholder realizes on his share of that 
increase by selling his share at a profit, the present system 
usually classifies that profit as a capital gain and it is tax- 
exempt." (3.4) 


Although this statement is correct, it ignores the fact 
that retained earnings are subject to the same risks as original 


equity investment. There is no guarantee that a shareholder 


1/ Taxation of Capital Gains by John G McDonald, Q.C., Owen, 
Bird & McDonald, Vancouver, B.C. 
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will realize a gain on his original investment or reinvested 


Retained earnings have been a vital source of funds 


earnings. 
for financing expansion of oilwell drilling and servicing companies, 


Less than 30 per cent of the Canadian oilwell drilling companies 
have shares available to the public, either directly or through 


Reinvestment of earnings enabled these 


associated companies. 


companies to grow to a point where they could finance on a 


public basis. 


As part of the proposal to tax capital gains, the White Paper 


suggests that: 


M . all or part of capital losses suffered by a taxpayer 


° 


would be deductible from taxable income and so Save the 
taxpayer tax at his marginal rate! (3.13) 

This opportunity is of little or no comfort to major 
Shareholders of oilwell drilling and servicing companies, Con- 
tractors are wholly dependent on the income from their respective 
drilling companies, the stock equity of which represents virtually 
all of their capital base. Therefore, if capital losses are in- 
curred, it is highly unlikely that they would have other sources 


of income against which such losses could be applied for tax pur- 


poses, 
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hat event, the value of oilwell drilling and servi- 


tailed. deny ct 


cing companies will decline substantially. 


5. Paragraphs 3.33 to 3.38 inclusive outline a proposal whereby 
shareholders of widely-held companies (WHCs) would be 
required to revalue these shares to market value every five 
years and take one-half of the resulting 'deemed!' gain or loss 


into account for tax purposes in that year. Zh 


This totally unrealistic proposal, if implemented, could 


place a shareholder of a widely-held company in a very serious — 


and unfair tax position, possibly leaving him with one alternative; 
that is, to sell a sufficient number of shares to meet the tax 
liability. Successive five-year revaluations could result in 
majority shareholders losing control of companies which they 


have built up, which would be unnecessary and regrettable. 


The uncertainties as to tax liability under a deemed reali- 
zation proposal, if implemented, will surely decrease investor 
interest in buying shares of widely—held corporations which 


experience a wide range of earnings or market values per share. 


ee eA te eee ON BS 
2/ A brief supplem 
Ade pp entary paper, No. 70-31, 
y € Department of Finance, 
the proposal, 
and implication 


released on March 10, 1970, 
discusses problems identified with 


a number: of Suggestions that have been suggested, 
S of modifying the proposal. 
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Under’ a 'deemed realization' tax reform, closely-held oilwell 
drilling or servicing companies would likely find it increasingly 
difficult to obtain outside equity capital for financing northern 


or offshore operations on a public basis. 


In connection with a capital gains tax at the time of death, 
the White Paper proposes that: 

Y « + Capital gains not be accrued at the time of death 
but that the person who inherits the assets be treated as 
if he had purchased them at their cost to the deceased. 
This cost would be increased by part of the death taxes 
paid on the assets in question - the part that relates to 
the capital gain. In this way, there would not be a capital 
gains tax unless or until the executor or beneficiary disposes 
opsthes asset att 163h)2)) 

This proposal overlooks the fact that, in most cases, 
disposal of assets will be necessary in a relatively short time 
after death in order to meet estate taxes. In the case of 
an oilwell drilling or servicing company very few investors want 
tov hold a minority share position. Therefore, the executors of 
the estate which included such a company, would likely find it 
necessary to sell all the assets or sharés of the company to 
meet estate taxes. Under the White Paper proposals, if 


implemented, the beneficiaries would also face a sizeable capital 


Pains-taxateproeressivel rates « 
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Paragraph 3.55 deals with estimated government revenues 


as a result of implementation of a capital gains tax. In the 


United States, where a capital gains tax has been in effect 


for a number of years, Such taxes only raise between 5 wae 


per cent and 7 per cent of total personal income tax. The 
White Paper is looking to capital gains taxes of 5 per cent of 


personal income taxes, which may be high at least in the early 


years. 


In view of the relatively minor share of total government 
revenues to be provided by such a tax, coupled with the ad- 
ministrative and other problems it would create, CAODC 
questions that such a tax can be justified in Canada. Intro- 
duction of such a tax may well reduce capital investment and 
therefore economic growth. Thus, the loss of tax revenues 
from all sources due to this reduced economic growth could 


easily offset the gain in revenues from a capital gains tax. 


There is no evidence in the White Paper that the 5% 
yield was determined as a result of a comprehensive analytical 
study. On the contrary, it would appear that the yield was 
Selected based on the lower level of U.S. experience. If this 


impressi i re : 
pression 18 correct, it is certainly regrettable. Implementa- 


Banking, Trade and Commerce 37: 299 


tion of a capital gains tax will represent a major shift in the 
philosophy of invSetm nit incentives in Canada. A Canadian 
capital gains tax should not be based solely on the U.ss. 
experience and should only be presented as a proposal after 
careful and deliberate consideration of its impact on the 


economy and government revenues. 


The White Paper proposes that, in the case of a taxpayer's 
principal residence, capital gains in excess of $1,000 per 
year of occupancy on its sale would be taxed subject to 


certain rollover provisions and on additional allowances for up- 


keep (3.19). 


CAODC is sincerely concerned about the adverse effect 
which this proposal could have on the well-being of its employees. 
Presumably, like most other Canadian taxpayers, many hourly- 
rated or salaried employees of the drilling industry have prudently 
channelled discretionary income into their homes, with the specific 
objective of selling the home at retirement and moving into 
rental accommodation or even purchasing a smaller home, per- 
haps in locations with less severe climates. In effect, there- 
fore, funds realized on the sale of their residence is a pension. 


'Roll-over' provisions would be of little or no benefit to them. 
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The White Paper proposal may force these employees to 


continue ownership in order to avoid punitive capital gains 


tax In other words, it works against their freedom of 


choice of geographic location of residence (e.g., Regina or 


Victoria) and mode of living (e.g., home owner versus tenant). 


This proposal could be particularly onerous for young married ) 


employees who buy a home early in their careers and diligently 
pay off the mortgage only to face a substantial capital gains 


tax on sale of their home at the time of retirement. 


A flat rate allowance of $1,000 per year is unrealistic, 
as is clearly evident by calculating the tax exposure of a tax- 
payer owning a $15,000 house versus one owning a $25,000 house 
on valuation day, and assuming inflationary tendencies continue. 


This proposal ignores many factors, including differential 


housing costs across the country (e.g., Metropolitan Toronto 
versus Montreal), and the fact that housing needs differ be- 


tween taxpayers because of size, age, and make-up of families, | 


etcetera, 


As indicated in paragraph 3.6, home ownership is a part | 
| | 
of the Canadian way of life. Therefore, for this reason and | 

| 
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Should be exempt from taxation, 3/ 


Tne White Paper proposes that capital gains: 


"0. » be subjected to a progressive tax as part of the 
general ineoire fax system. ° ,~." (and) all or part of the 
gain would be included in income and taxed at the: taxpayer's 
Wareinar rate. 3.13) 

This proposal seems unduly severe, especially when 


coupled with recently enacted amendments to the Estate Tax 


FLCC. 


CAODC adheres to the position taken in its 1967 brief 
to the then Minister of Finance in response to the Royal 
Commission on Taxation, that is, since investment of savings 
in Canada must be encouraged, the taxing of all capital gains 
should be rejected. If a capital gains tax is necessary in 
order to remove uncertainties as to definition of income or 


Gain, “then certainly it ‘should be ‘at’ a Tixed rate independent 


3/ News Release No. 70-33 by the Department of Finance, dated 


March +67 1970, deals with Tax Reform and the Home-Owners. 
CAODC finds a number of the statements in this Release to 
be unacceptable. For example, it suggests that some of the 
gains can result quite fortuitously as a result of re-zoning. 
CAODC believes this statement is misleading. Such gains are 
probably the exception, not the rule. 


Tne Release also says that the Department wishes to exclude 


most Canadian homes from any capital gains tax at all. ‘This 
objective is not likely to be achieved under the proposal as present- 


ly structured. 
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of the progressive and marginal rates of the taxpayer and 


should relate only to realized gains. Also, if Canadians are 


to be encouraged to invest in the development of the country, 


the rate should be significantly lower than the rate applicable 


in the U.S. 
Paragraph 1.28 states ee. 


"The economic effects of taxing gains have been appraised 
and are considered unlikely to interfere significantly with 
incentives to save and invest in Canadas 

Once again there is no documentation currently available 
to support this major tax reform proposal. Because of the 
importance of savings and investment to the Canadian economy, 
this appraisal should have been detailed in the White Paper. 
If such an appraisal was not undertaken on a comprehensive 
basis, the White Paper justification for taxing capital gains 


should be discounted. 
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Section VI 


CORPORATIONS AND THEIR SHAREHOLDERS 


Paragraph 4.18 suggests that the present Income Tax 
Act has a number of shortcomings relating to taxation of corpora- 
tions and their shareholders, For example, paragraph 4.18 (3) 
indicates that an incorporated ese at has a tax advantage over 


one who cannot incorporate. 


Although this is true, certain other factors are relevant. 
First, certain classes of taxpayers are not permitted to have limited 
liability, and therefore, are unable to incorporate, €.8., lawyers, 


Gectors, accountants. 


Also, many partnerships or proprietorships, for example 
small stores or retail services, have very low profit levels after 
providing for a reasonable level of proprietor or partnership with- 


drawals. Some such operations have little growth potential. 


Conversely, many small incorporated companies have high 
growth potential. The 21 per cent corporate tax rate up to $35,000 
taxable income provides them with an important internal source of 


funds which would not be available if a single 50 per cent tax rate 
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lied. Many small companies have difficulty financing through con- 
apphea. ? 


tional sources As they grow, the combined corporate taxes and 
yenctl s 


personal income taxes paid by owners and employees will likely far 


exceed taxes paid by the proprietorships and partnerships referred 
to above. 


In fact the 21 per cent tax rate on the first- $35,000 


taxable income was introduced on purpose to provide small companies 


with an opportunity to grow. ‘The United Statvesthac a “*sintlar 
provision which has not caused any serious troubles regarding asso- 
ciated companies. In the United States if two associated companies 


have different business purposes then each is eligible for the low 


rateuor tase, 


These alleged shortcomings of the present Act presumably 
serve as the justification for the subsequent proposal to create 
one set of rules for closely-held corporations - the incorporated 
proprietorship and partnership - (CHCs)} and another set for 


widely-held public corporations (WHCs). 


The distinction between CHCs and WHCs reflects the 


White Paper's opinion that: 
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"by and large, the closely-held corporation competes 

with proprietorships, partnerships and of course with 

other closely-held corporations, while the public corpo- 

ration competes with other public corporations, both 

Canadian and foreign."..(4.19) 1/ 

The White Paper also deals with this matter of competi- 

Bion in paragraphs 1.40, and 1.42,.when it states that UO Gs) 
usually compete in markets with unincorporated businesses subject 
only to personal income tax" and "products or services (of WHCs) 


are usually sold in competition with other large corporations where 


prices yield an adequate rate of return at tem. paying, corperate fax! 


CAODC disagrees with these White Paper views on com- 
petition. In almost every type ef industrial class of business, CHCs 
compete with WHCs. ‘Taxation Statistics 2/ identifies nine major 
industrial classes, which are subdivided into about 140 sub-classes. 
Only a dozen of these sub-classes are largely restricted to compe- 
titions between WHCs, that is pulp and paper mills. 1ron.ana. Steck 
mills, aircraft manufacture, automobile manufacture, appliance manu- 
facture, petroleum refineries, railways, pipelines, electric, gas and 


telephone utilities, and commercial banks. 


1/ See also paragraph 4.34. 


2/ Published by the Department of National Revenue, Taxation 
Division. 
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Certainly the corner grocer competes with Loblaws; 
the small British Columbia sawmill competes with MacMillan Bloedel 
Limited; the independent oil producer competes with Imperial Oil 
Limited; etcetera. In the oilwell drilling and servicing industry 


there are 13 widely held corporations and 30 closely held corpora- 


tions There is no doubt that they compete actively and strongly 


with each other. 


The objective of the tax reform proposal for CHes 
is to put them as nearly as possible in the same position as their 
competitors (4.20). However, since the fundamental White Paper 
assumption as to the typical competition for CHCs and for WHCs 
.SeemsS wrong, then the specific tax proposals based on such errors 
must be rejected. The White Paper proposals have followed certain 
Suggestions made by the Royal Commission on Taxation which are 
fundamentally different from the present Income Tax Act. The 
key suggestion is that integration of corporate and personal tax 
be achieved by the use of creditable tax given to the individual, based 


to some extent on the taxes paid by the corporation which declares 


the dividend, 


The present Income Tax Act gives a form of integration 


that the Shareholders of a Canadian corporation can claim a credit 
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of 20 per cent of his taxable dividends against his income tax. 
The tax credit_method was instituted in Canada some years ago 
and while it has some shortcomings it is generally understood by 


the average taxpayer and certainly has been easy to apply. 


The creditable tax system proposed in the White Paper 
is similar to the system that was used in the British Isles for a 
great many years but was changed there in 1966. On the surface 


this appears to represent a sound basis of taxation because double 


taxation is said to be eliminated, which is high desirable. 


The more the double taxation is eliminated the less the 
net revenue to the Government from taxes. Additional and.sother 
taxes must be levied to make up for such deficiency. This cof, 
course was recognized in the White Paper and presumably these 
additional taxes are proposed to come from a new tax on capital 


gains, heavier tax rates on middle bracket taxpayers, etcetera. 


Another solution for the small companies set forthsin the 
White Paper is that they can elect to be taxed as a partnership. 
This sugeestion has some merit and of course has met with some 
success in the United States. However, the White Paper is 


throwing up a number of additional regulations with which , corpora- 
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tion must comply in order to be able to make such an election. 


The concept of distinguishing between CHCs and WHCs 
for tax purposes raises 4 number of other problems or contra- 


dictory statements including: 


2 Regarding CHC@s, cash or stock dividends paid’ oUt*ot» prorics 


retained beyond 2 1/2 years from the end of the corporation's 
taxation year will bear full personal income tax rather than 

be creditable against shareholder taxes. ‘The White Paper 
states that, without this limitation, corporations could 
accumulate creditable tax for 10 to 15 years and then pay 


large dividends, thereby seriously affecting government reve- 


nues in the year of distribution, 


Arising from this is another series of regulations. 
Since it is obvious that most corporations, if they are to be 
successful and promote the growth of Canada, cannot pay out 
their earnings this quickly over a long period of years, the idea 
was "conceived that*a stock dividendscould takesits place. Again 
this sounds like a new simple solution but it will result in 


creation of very combersome capital stock structures. 
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In addition, it could require renegotiation of long-term 
debt instruments which have restrictions on dividend payments, 
Such renegotiations could result in higher interest rates, 
Also, because the profits would be paid out in order for 
Shareholders to be eligible for creditable tax, financing growth 


of small companies would be more difficult. 


Also arising from the new method of integration are a number 
of anomalies as to whether or not taxpayers will actually 
obtain creditable tax on dividends which they receive from 
Canadian companies, There are timing differences which 
occur when certain expenses are permitted to be deducted 
from taxable income within a taxation year whereas for 
accounting and financial purposes these expenses are amortized 
over a period of years. Depreciation and pre-production 
expenses of mining md oil companies are two of the major 
items in this regard though there are a number of other reve- 
nues and expenses which are treated differently for tax and 
accounting purposes. Since the accounting method shows a 
profit, the company can legally pay dividends out et (porotits 


it it wishes to do so. 
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Western Canada has 4 comparatively large proportion 
of companies in this category because the western economy 
(other than agriculture) has a greater proportion of mining, 


petroleum pipeline and utility companies than do other areas 


of Canada who in their case rely more heavily on commercial 


and manufacturing industry. 


Many of these Western Canadian companies are paying 
dividends but are not paying tax. To the extent taxes are 
reduced today because of these other charges, at some time 
in the future these companies will pay higher rates of tax 
because these deductions can only be taken once. If taken 
in large bites in the early years only a small bite will be on 


hand for tax deduction purposes in the later years. 


However, in the meantime shareholders of these companies 
will either earn no creditable tax on dividends they receive or 
the creditable tax will be minimal. While this situation is in 
existence, the Canadian investor will obtain a better net return 
on his investment if he buys shares of companies who are cur- 
rently paying tax as opposed to buying shares of companies who 


abe paying little or no tax, “"Phie may result in the Canadian 
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investor switching his investments away from natural resource 


companies, drilling companies and pipeline companies. 


To avoid such a switch these latter companies will 
have to substantially increase their dividend rate to attract 
equity investment. As the dividend rate of return increases 
to attract the Canadian investor the foreign investor will also 
be attracted. The foreign investors basic tax position has 
not changed since he will still normally be subjected only to the 
15 per cent withholding tax imposed by Canada, particularly if 
the investor lives in a treaty country. In most cases he 
recovers the 15 per cent withholding tax from the tax of 
his own country so that his net taxable position is unchanged . 
Tnis therefore makes it very attractive to him when the dividend 
rate on these affected Canadian companies rises above a rate 


that he can comparatively earn in his own country. 


The White Paper itself has stated that it wishes to have 
Canadians invest in Canada and that it would like to see Cana- 
dians own as much as possible of their own industry. The result 
of this integration proposal in the White Paper would then appear 


to make it seven more attractive for non-Canadians. to gradually 
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acquire the shares of our natural resource, pipeline, utility, 


or drilling companies. 


The differential tax position on dividends paid by CHCs and 
WHCs or on the sale of shares of CHCs and WHCs most 
certainly complicate financing growth and expansion of small 


businesses. 


A CHC shareholder will receive creditable tax on the 
full dividend received. WHC shareholders will receive only 


creditable tax on one half of the dividend received. 


The White Paper purports to be proposing tax methods that 
will be simple and easier to understand than the present In- 
come Tax Act. CAODC feels however, that the authors 
of the White Paper have underestimated the complexity 
which will exist where CHC'!s are controlled by WHC's and 
vice versa and where there are a series of three or more 


corporations which are not all in one category or the other, 


Ours is a Complex business world, Therefore the Tax 


iz 2 : 
epartment will face many exceptions to the rule. Once a corpo- 


rati - 
ton closes its books at the end of a fiscal year and files its tax 
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return one might suppose that it could then tell its shareholders 

the rate of tax that would be creditable on their dividends. How- 
ever, there are many instances when the return filed by a corpora- 
tion is not in agreement with departmental thinking. In those cases 
where the departmental thinking proves to be correct adjustments 
are made in the taxes payable. ‘This could happen any ti-ne up to 

10 years and this in turn changes the creditable tax on a retroactive 


basis. 


On March 19 Mr. Benson issued a technical paper explaining 
the mechanism to give shareholders credit for corporate tax paid under 
the proposed system of tax integration. As usual the figures incor- 
ported therein are said to be on as simple a basis as possible but 
even this simple basis is difficult to understand. When one gets into 
the greater complexities of actual business life one will find that this 


can become a considerable headache. 


CAODCr agrees that if-one enters into this field of credit- 
able tax as the basis of integration it would be most difficult to 
continue to carry two tax rates for corporations. ‘Tne present 
system of a 20 per cent tax credit is roughly aligned with the eat 


per cent rate on the first $35,000 of income. CAODC suggests 
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that the present tax credit system be continued, that the dividend 
tax credit be increased to 25 or 30 per cent, and that the low rate 
of tax be similarly increased or possibly by a slightly greater amount 
This would avoid the tremendous complexities which will arise out 

of the creditable tax proposals and will leave the Canadian taxpayer 
in a position where he can clearly understand what is happening to 
him, There would be a greater advantage than at present for 
Canadians to invest in Canadian companies but it would not discrimi- 
nate between resource companies on the one hand and industrial and 
manufacturing companies on the other nor would it discriminate be- 


tween public and private companies. 
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Section VII 


Busine SS AND PROPERTY INCOME 


The White Paper tax reform proposals provide for 
certain changes in the present tax system as it relates to business 
and property income. Specific proposals ot particular interest to 
CAODC members are treatment of goodwill; entertainment and 
related expenses; and, mining and petroleum, CAODC's views on 
proposed treatment of the petroleum industry are considered in 


a later section of this brief. 


es GOODWILL 


The White Paper proposes to create a new depreciation 
class which would enable the taxpayer to deduct 10 per cent of 
the book value of 'nothings' such as goodwill each year. ‘The White 
Paper points out that it would be impossible, without a, taxon 
capital gains, to permit this type of -write-off. «The, White. Paper 


states: 


"For as long as the proceeds of the sale of goodwill 
. « « remained tax-free, it was impossible to give a 
deduction for the cost of purchasing goodwill witnout 
creating a leak in the tax system." (5°70) 
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The White Paper points out that (i) the goodwill that 
a company has five years from now will bevthe resultyun partiot 


its past actions and in part of its actions in the next five years; ; 


and, (ii) purchasers would be willing to pay more for goodwill under 
the proposed tax system than they are willing to pay under the ost 
system. For these reasons, the White Paper proposes that tax- 
payers who sell goodwill in the first year of the new system would 
be taxable on 40 per cent of the proceeds. ‘The taxable portion 
would increase by 5 percentage points each year until the 13th 


year when 100 per cent of the proceeds would be taxable. 


CAODC believes that this proposal to tax 40 per cent 
of goodwill in year one would be, in effect, retroactive taxation 


and therefore conflicts with paragraph 1.12 which states: 


", . . Individuals and businesses must be able to plan 


their affairs sensibly, particularly in making investments 
that yield a return for many years. ‘This need for 
Stability also implies that reforms Should not include 
retroactive changes, applying to incomes earned in pre- 
vious years. The government's proposals provide that 
the changes in rules would apply only to periods after 
publication of the proposals, In particular, they will 


not bring into tax capital gains earned before a future 
date to be announced," 


The large investments and personal financial commitments 


of drilling companies and their shareholders were made in good faith 


a ence BERS ee established tax System. Investor confidence 
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will be seriously impairedif White Paper proposals have a retro- 


active effect. 


B. BNTERTAINMENT AND RELATED EXPENSES 
ee LY BANDE 


The White Paper proposes to set more rigorous limits 
to check "expense account living", =pecifically, the costs of 
attending conventions and belonging to social and recreational clubs 
Provie not be permitted (2.11, 1.35, 5.9). Also, 

", . . The costs of yachts, hunting and fishing lodges 
or camps, amounts spent for tickets for games and 
performances, and costs of entertainment would also be 
excluded. Owners or employees of a business having a 
car or aircraft available to them for their personal 
use, including to and from home, would have to pay 

the business a minimum stand-by charge, or have a 
corresponding amount added to their personal income 

for tax purposes," 

CAODC supports the position that flagrant misuse of 
expense allowances is unjustified. However, the authority to dis- 


allow inappropriate costs is contained in the Present Act, and, 


indeed, the Tax Department is scrutinizing such expenditures very 


Carefully, 


Also, CAODC believes the government should be aware 
that legitimate promotional costs which are appropriate for one 


industry may be entirely inappropriate for a different industry, and 
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vice versa. For example, magazine, newspaper, TV andimacie 


advertising may be appropriate promotional media for the auto- 


mobile industry. However, use of such media by the oilwell drilling 


and servicing industry on 4 large scale would be inappropriate, waste- 


ful and costly. Alternatively, attendance at petroleum industry con- 


ventions and personal meetings with customers is an effective pro- 
motional technique because of the highly personalized nature of the 
drilling and services industry. This is particularly important since 
it gives the contractor an opportunity to develop an understanding 


of the specific drilling or servicing requirements of individual oil 


companies. 


Also, the majority of people who are exposed to radio, 
television or newspaper advertising used by many consumer durable 
goods are not potential buyers. Conversely, all of the advertising 
and promotional costs of drilling and servicing contractors is directed 


at prospective or existing customers. 


The blanket White Paper proposal relating to "expense 
account living” clearly illustrates one of the worst dangers of 
legislation that is, dealing too minutely. This creates a degree of 


inflexibility which is inconsistent with the dynamic nature of our 


economy. ; : 4 é : E 
y Unless legislation makes certain exclusions which are 


fuetict ’ 
Justified, it can create hardships for certain taxpayers. 
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Section VIII 


IMPACT ON THE ECONOMY AND 
GOVERNMENT REVENUES 


The second goal and standard which guided the authors 
of the White Paper in their approach to tax reform was", , , 
steady economic growth and continuing prosperity ...."! Gi6:) 


The White Paper goes on to POIBC OWE that: 


"The second main objective of tax reform is to see that 
the tax. system does not interfere seriously with economic 
growth and productivity. Taxes by their nature cannot 
always promote all our economic goals, but they should 
interfere as little as possible with incentives to work and 
invest and with the directions our economy follows in 
meeting demands of consumers and foreign markets, 

Some proposals in this paper are intended to ensure that 
the incentive to work and invest is not unduly inhibited and 
that investments needed for productivity and public purposes 
are not rejected in favour of less desirable alternatives 
just because of their tax consequences," Givetey 


a. IMEPACTSONUNEWL INVESTMENT 


A number of authorities have expressed concern that 


implementation of certain White Paper proposals will discourage in- 


vestment of new domestic and foreign capital in Canada. Mr. W. 
Farle McLaughlin, Chairman and President of the Royal Bank of 


Canada, made the following disturbing comment about international 
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capital in an address to shareholders on January “8, 1970; 


"Tt is of course too soon to evaluate all the effects of 
markets and on the supply of foreign capital. We do 
know, however, from our sources oF infermatio® as 
international bankers, that the initial reaction to the 
White Paper on the part of existing and potential foreign 
investors is one of uncertainty and hesitation - both 


unfavourable effects. N 


Mr, N.J. McKinnon, Chairman, Canadian Imperial Bank 


of Commerce, expressed similar views in an address to shareholders 


on December 9, 1969: 


"  . . there is a world-wide shortage of capital for in- 
vestment which is likely to continue for a long time. 
Canada is and has been for years in chronic need of more 
capital for investment. . . . Without this continuing 
(foreign) capital investment the nation could not have 
grown in Gross National Product and in employment to 
anything like the extent it has. This growth has been | 
encouraged by tax incentives designed to stimulate rapid 
development of our natural resources. ‘This in turn has 
created rapidly growing markets for secondary businesses. 
» © © Lhe authors of the White Paper seem to have over- 
looked, that new investment capital is fluid and is extremely 
sensitive to the environment provided by the host country. 
No one, neither non-resident nor resident, needs to invest 
in Canada. Raw materials are being found in all parts of 
the world and capital will go the most attractive environ- | 
ment. Tne principal reason why Canada has been an attractive 
place to invest has been its system of taxation which, 

though far from perfect, has created the incentives and 
the consistencies of treatment to induce both domestic 
and external capital to invest in this country. Unquestionably, | 
there will be profound changes in the attitude of foreign 
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capital to investment in Canada as a result not only 

of the immediate taxation measures proposed in the 

White Paper but in their longer range implications for 

the development of the economy and the capacity of 

the country to service foreign investment," 

Mr. H.C. Van Rensselaer, Vice-President Finance, Bow 

Valley Industries Ltd., held discussions in late 1969 with represen- 
tatives of about 40 leading United States financial institutions. 
They all agreed that the White Paper proposals, if enacted, would 
make Canada a far less interesting place for investment than at 


present, and particularly would make natural resource companies less 


eecractive for investment, 


CAODC agrees with an earlier statement in the White 
Paper which recognizes that for the foreseeable future Canada's 
capital requirements will continue to exceed available domestic 


savings (6.8), and that: 


"Moreover, it is in Canada's interest as a substantial 
capital-importing nation to maintain an international 
climate hospitable to the unrestricted flow of capital 
across international boundaries." (6.9) 

The exploration and development phase of the Canadian 


petroleum industry has an enormous and rapidly-growing need for 


'e capital. For example, in 1968 net cash expenditures of the industry 
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in Western Canada axceeded $1 é2>billion’ “hese expenditures 


exclude sizeable investments related to other phases of the 


industry, such as pipeline and refinery constructions Recent 
) 


estimates suggest that capital requirements for exploration and 


development activities in Canada will exceed $20 billion in the 1970s 
if the petroleum industry is to be able to meet market requirements 


for Canadian oil and gas. Raising these amounts of risks capital in 


light of a worldwide shortage of capital will be a challenging task and 
will require a stable and attractive climate for domestic and foreign 
capital. This investment climate must be as good or better than 
that available in other countries. We are competing with other coun- 


- tries for the same investment ’ dollars. 


The White Paper recognizes that its proposals would ad- 
versely affect the after-tax rate of return of, new investment in, 
and capital expenditures by, the petroleum industry, as indicated 


below: 


"Implementation of the proposals for the corporate tax- 
ation of companies in the mineral industries would presumably 
be reflected after some years in the after-tax rate on 
return of those companies and their Shareholders, particu- 
larly if the company does not carry on enough exploration 

or development work to earn a depletion allowance on its 
producing properties." (8,46) 
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"On the whole these changes affecting non-residents 
are not expected to cause any substantial reduction 

in foreign investments in Canada, although some decline 
must be expected in foreign investment in the mineral 


industries and in small closely-held corporations." (8.47) 
mT'nhe changes proposed : .. would have Some é6ffect in 
reducing the expécted rate of return both from new 
mining projects and new oil and gas projects," (8.48) 


"The general economic effects of these proposed tax 
changes would include . . . probably some reduction in 
the capital expenditures of closely-held corporations and 
the mineral industries." (8,49) 

Oilwell drilling and servicing companies are completely 
dependent for their livelihood on petroleum exploration and develop- 
ment. ‘Thus, they are quite legitimately concerned about the pos- 
sibility of adverse effects of the White Paper proposals on future 
investment-in the petroleum industry. Tax policies designed to re- 
duce investment at a time when future requirements for capital 
will be extremely large seems imprudent. CAODC is also alarmed 
with the White Paper's prediction of adverse impacts of its tax 


proposals on closely-held companies. The majority of CAODC member 


companies and many of their customers are closely-held companies. 
ae SiitoreyTiON OF "PROFEOSIONAL AND LTECHINCAL 


(Sg st See (ee i oly vig 


A second economic issue referred to in the White Paper is: 
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at extent Canadian income taxes affect 
the ability of Canada to retain able and highly trained 
Canadians who could emigrate to the U.S., and to 
attract skilled and able persons from the Ghicey eon 


elsewhere." (8.38) 


ie to wh 


By reference, the White Paper seems to support the 


position of the Royal Commission on Taxation, which expressed 


skepticism that tax factors have been a major factor in emigration. 


The White Paper also suggests that, since: publication ofpthesC areas 


report, changes in conditions in the We: 


u. . . have made that country less attractive to Cana- 
dians considering emigration and changes in its immigra- 
tion laws have made it more difficult for Canadians to 


emigrate to the U.S." (8.38) 


Prime Minister Trudeau also referred to the subject of 


emigration in a recent speech in Toronto when he commented: “ys 


"Of all the wild charges about the White Paper we have 
heard I am least impressed by the claim that it would 
cause a massive wave of emigration to the United States. 
People who talk in this way are exaggerating the effects 
of our proposals, but they also misunderstand the nature 
of our attachment to this countrys! 


= er ry 


While these statements may be true in regard to untrained 


persons (who normally are low wage-earners) CAODC does not be- 


lieve they are true in regard to well-trained and educated persons 


a 
1 
1/ Address to the Toronto and District Liberal Association, March hy 


1970, Royal York Hotel. 


a et a 
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who have the ability to understand tax levels in different countries 
and who also have the skills which will provide them with employment 


in countries other than Canada. 


CAODC is of the opinion that if the White Paper propo- 
sals are implemented, tax factors will become a more significant 
factor in emigration. ‘The White Paper is quite misleading when it 
refers to the fact that the new basic exemption for Canadian 
taxpayers would be much higher than those in other countries 
(paragraph 1.25 and table 3). A Canadian considering emigration 
will look at the differential between his net take home pay in Canada 
versus what it would be, for the same type of employment, in 
another country. This differential would be based on (i) variations 
in gross*incomes, and, (ii) variations in total not just basic exemptions 
allowed. If the White Paper proposals are implemented and they 
have the effect of widening the disparity in net earnings that a 
Canadian can earn in Canada versus in some other country, then 
certainly this will carry more weight in his decision as to whether 


or not sto temigrate’. 


Under the White Paper proposals, a single taxpayer (with 
no dependants) earning $10,000 per year would pay Se5e2% “orvlly3 


per cent more tax than under the present system. In addition to 


37 : 326 Standing Senate Committee 


the increased personal taxes, other forms of tax, such as the 
punitive capital gains tax, the amended estate taxeS, etcetera, 

will tend to influence skilled Canadians to emigrate. It is the 

well-educated single taxpayer, because of his relative mobility and 
low capital base, who is likely to emigrate, which would be a tragedy. 
At the same time, implementation of these proposals will make it 
unattractive for Canadians (such as drilling and servicing company 
personnel) to accept short-term foreign assignments which contribute 


to Canada's export business. It would be unattractive because of 


the deemed realization provisions of the White Paper. 


On a total national basis, emigration may not be influenced 
significantly by implementation of the White Paper proposals. How- 
ever, on a regional basis - particularly in Western Canada - it could 


be much more of a problem because of the nature of the petroleum 


industry. 


That industry is international in scope. Therefore, 


Canadians considering emigration can look beyond emigration to the 


United States. In other words, the White Paper reference to 


changing conditions and immigration laws in the U.S. is not entirely 


relevant. Petroleum industry personnel (including professional and 


Skilled technicians in oilwell drilling and servicing) in Canada can find 
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challenging opportunities in other parts of the world, including 

the Middle East, Australia, and North Africa. Drilling supervisors 
accepting positions in foreign countries receive very high salaries, 

in many cases tax free, plus other benefits such as paid transpor- 
tation home every two years. It has been estimated by CAODC 
that, in the past seven years, over 1,000 Canadian drilling super- 
visors have accepted foreign assignments. This indicates the demand 
for this type of skilled Canadian personnel. As a result of this 
situation, it has been necessary to train about three times the 


number of supervisors required for the Canadian industry. 


As indicated earlier, implementation of the White Paper 
proposals would lead to a reduction of new capital investment in 
the petroleum industry. The effect of this development would be 
decreased employment. Many petroleum industry employees are 
university-trained or technically-trained specialists. According to 
one source, 42 per cent of all the geologists in Canada are employed 
in Alberta. a In addition the industry employs a large number of 


lawyers, chartered accountants and economists in specialized petroleum 


2/ Oil Companies by A.H. Ross, Vice President and General Manager, 
Western Decalta Petroleum Limited, in a paper presented to the 
January 30, 1970 seminar on "Proposals for Tax Reform", spon- 


sored by the Calgary Chamber of Commerce. 
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signments Because of a turn-down in activity, such specialists 
as & So >) 


let out of work, and new graduates unable to find employment, 


would tend to emigrate. Their specialized training and interests 


could prevent them from finding suitable alternative employment in 


Canada. 


The growth of the petroleum industry in Western Canada 


reversed the emigration of Canadians to other countries and, tora 
certain extent, the rural to urban shift of our population. So: 
example, the oilwell drilling and contracting industry has provided 
thousands of full-time or part-time employment opportunities, 
particularly for farm and other rural residents. Because of the 
seasonal nature of the drilling industry, many drilling and servicing 
industry employees have been able to continue operating farms. 
Drilling operations are reduced substantially during the spring, 
summer and fall when the farmer is very busy. Conversely, drilling 
operations accelerate in the winter which is the off-season for 


farming operations. 


(In this regard, it should be pointed out that in recog- 


niti f i 
on of the need to improve employee skills and in anticipation of 


drilling activity in the far North, the Association in co-operation 
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with the Alberta Government established an oilwell drilling training 
school in early 1967 in Edmonton. Since that time, in excess of 
2,500 employees from across Canada have received basic and higher 


training in drilling technology). 


Tne oilwell drilling and servicing industry has created 
business opportunities in many small communities adjacent to: drilling 
operations, This phase of the petroleum industry alone purchases 
close to $25 million of goods and services in Canada annually. <A 
typical oilwell, requiring about 20 days to drill, would cost about 
$125,000. Only about 31 per cent or $39,000 of this amount would 
be Fevenue to the drilling.contractor. About $16,000 of the con- 
tractor's share would go to taxable wages and salaries and the 
remaining $23,000 would go to repairs and maintenance costs, supplies, 


depreciation, risk and profit. 


The remaining $84,000 would be allocated out as follows: 


Land !Acquisition! 


(from government) $23,000 
Road Building 4, 500 
Contract ‘Trucking Hee00 
Well Testing 9,400 
Production Equipment be i700 

$83,800 


Exploration and development activity until quite recently 


Standing Senate Committee 


was centred in Western Canada. However, it is expected to be- 


come increasingly national in scope. Drillingwactivity should increase 4 


in the pioneer or frontier areas of Canada (the West Coast, 


Mackenzie Delta, the Arctic Islands and Offshore Hudson's Bay, 


Gulf of St. Lawrence and Gaspé). This will provide employment 


and business opportunities in these areas, assuming of course thas 


our tax laws encourage continued investment in the industry. 


The White Paper did recognize that, under its proposals, 
married taxpayers at higher income levels would pay somewhat more 
tax in Canada than in the U.S. The White Paper suggested that 
these differences: 

", . . could best be met in the market by adjusting the 
pay scales for those individuals or scarce categories who 


must be retained or attracted against ls. competition,!"! 
(S539) 


This suggestion seems inappropriate and an over-simplifi- 


cation because, if followed, it could precipitate an upward restructuring 
of several categories in the overall wage and Salary structure that 
is now in effect, with a resulting inflationary effect on the economy 


and subsequent efforts by other segments to obtain similar increases , 


In summary, CAODC is concerned that the White Paper 
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may have under-estimated the extent to which its application will 
increase emigration from Canada of highly-skilled or highly-trained 
people or, alternatively and just as serious, will discourage such 
persons from moving to Canada from other countries. It is hard 
to believe that prospective immigrants with these qualifications will 
come to Canada to live if our tax laws are more severe than those 
in effect in other countries. It seems ridiculous to spend a size- 
able portion of our combined municipal, provincial and federal govern- 
ment budgets on education, training and re-training, and then intro- 


duce tax reforms which will prompt Canadians to emigrate. 


In connection with its proposal to tax capital gains and, 
at the same time, te limit personal tax rates tola maximum of 50 


per cent, the White Paper states: 


", . . (when) applied to the earned income of professional 
workers and executive (it) would lead to some slackening 
in their efforts and a desire to take benefits in the form 
of holidays, retirement pay, and other non-productive and 
less-taxable forms. Canada needs the full effort of 
those with outstanding ability. It must compete for 

such people with other countries where able Canadians 

can go to live and to work if they wish." (2.39) 


"It is very difficult to appraise the effects of these 
high marginal income tax rates on work effort andon 
decisions concerning Staying in Canada, or moving to 
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Canada. Many factors enter into such decisions, and 
income tax rates may well not be the most Sevivicant 


fFantore (3.9) 

This last quote clearly illustrates one of the basic weak- 
nesses jof; the, White Paper. It appears to be proposing tax legisla- 
tion on the basis of opinion or judgments which apparently are not 
based on factual data. Canada. cannot afford to run the risk of 
losing highly-skilled Canadian workers and entrepeneurs through 
implementation of the White Paper proposals on the basis of such 
weak statements as "income tax rates may well not be the most 
Significant factor", and "we are skeptical that tax factors have 


been a major factor in emigration," 


Sy GOVERNMENT REVENUES 


The third goal and standard of tax reform suggested in 


the White Paper is the recognition of modern social needs. 


The White Paper claims to have made a careful assess- 
ment to see that the revenues required will be produced. At the 


same time, however, it makes only a fleeting reference to level of 


revenues required, as follows: 
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"The needs of the federal and provincial governments 
for money to do useful and important things are so 
great that we cannot now afford to reduce the overall 
revenues from personal and corporate income tax." ie aes 


"Our increasingly urban society imposes upon governments 
and other public authorities demands and conditions which 

strain to the limit their ability to finance and to execute 
their activities. ‘The reformed income tax must further 
the proper development of this changing society." (1.13) 


'New and enlarged government programs in the welfare 
field have made it necessary to raise substantially more 
revenue." (2.3) 


The White Paper also made the following reference to the 
substantial increase in public expenditures (federal, provincial and 


municipal) since 196): 


"These additional expenditures are already providing 
tangible benefits to taxpayers and improving the econo- 
mic and social environment in which taxpayers live. 

They include medicare, housing, youth allowances, student 
loans, university support, occupational retraining, improved | 
assistance to those in need, and major expenditures on 
industrial and regional development." (1.17) | 


| 
This statement is a rather sweeping generalization that may 


not necessarily be supported by the majority of Canadian taxpayers. | 


| 


{ 


At the same time, it is ironical that many of these programs are | 


designed to assist Canadians to improve their livelihood, e.g., student 


| 
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ens, university support, retraining and industrial development 


Yet the tax reform proposals will have the effect of penalizing 


those Canadians who have the initiative to take advantage of such 


programs. 


All levels of government have an important responsibility 
to keep their expenditures (including those associated with proposed 
new social programs) within financial boundaries that can be supported 
from existing revenue sources. This will require creation of priori- 


ties in allocating revenues to existing and proposed programs. 


Mr. G@ Arnold Hart, Chairman of the Bank of Montreal, 
made the following comment regarding future spending programs 


referred to in the White Paper: 3/ 


"The White Paper is based on the unsubstantiated assump- 
tion that the Government needs more money for programs 
that the public has not asked for. . . This assumption 
is very disturbing forit suggests that the Government 
knows best how future gains in the income produced in 

the private sector should be spent, and moreover, knows 
this in advance before consulting the electorate as to its 
wishes --- Incredibly, we have a situation where Canadians 
are being invited to submit to higher taxes, not to pay for 
programs they have asked for, not even for programs that 
have been put to them in an election platform, but just 
because the Government makes a bland assertion that it 
will need more money and therefore proposes to write 
itself a blank cheque on the collective bank account.'"! 


3/ In a December 1969 speech to shareholders of the Bank of Montreal. 
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The Honourable J.V. Clyne, Chairman and Chief Execu- 


tive Officer of MacMillan Bloedel Limited, also commented on these 


proposed spending programs: 4/ 


tt . . I will confine myself toa discussion, of the 
White Paper not so much as a proposal for tax reform 
but as a document designed to create revenue for a 
broad undefined scheme of social change in Canada. 

I believe, on the evidence we have seen, that the White 
Paper is only part of that scheme and that thepereat 
debate. on tax reform ,can reach. no veal..conclusionsuntil 
the Government has revealed more of its intentions. 
What programmes has it in mind that would require the 
vast sums the White Paper would produce? How can 
those of us outside government be expected to make a 
qualitative judgment on tax proposals without knowing 
what projects are planned and what they will cost? 

It is unprecedented for a government to seek new 
revenue on this scale without saying where it proposes 
to usesit, | 


CAODC believes in personal initiative and incentives but 


disagrees with introduction of social or other programs which have 


the effect of increasing the relative importance of the public 


sector's shareof total GNP, The sixth annual report of the 


Economic Council of Canada indicated that the public sector share 


would increase from 32 per cent in 1968 to Bq Derm Gerais U.S. 


L/ "The White Paper -- A Summing Up'.- an address to the Cana- 


dian Tax Foundation Conference in Montreal by The Honourable 
JW. Clyne, Chairman and Ohier mixseuerre Officer, MacMillan 
Bloedel Limited, March oy» LOO. j 
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Recent trends suggest the 37 per cent level will be reached much 
Sooner, in*contrast, the public sector in the U.S. accounts for 
pally Jie rper Cent or its total GNP, 4/ even with the sizeable 
expenditures associated with the Vietnam War and the Space Pro- 
gram. Without these two major expenditures the ratio of the 
public sector to total GNP in the U.S. might be as low as 25 per 


cent. CAODC questions why we have to be so far out of line 


fiche Ur. i Chis regard ¢ 


The White P gniz that: its 
e Paper recognized that its proposals would 
increase the relative importance of the public sector, as indicated 


by the following comment: 


F x 
{ S 


"These (reductions in capital expenditures of CHCs and 

the mineral industries) would be offset by a small imme- 
diate increase in public revenues, and 4 rather larger 
increase after the early transitional years. These aggre- 
gate changes, however, could be ‘taken into account in the 
determination of monetary and fiscal policy and could be 
offset in their general effects on total incomes, employment 
and prices." (8.49) 


ate to public sector, 


4/ 


In regard to this shift from the priv 


PAGO agrees with Mr. Clyne's comments, as follows: 


we are asked to accept a system of 
y drain off the reservoir of 
lic sector where 


"Now in Canada, 
taxation that would graduall 
individual private savings to the pub 
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decisions as to its investment would largely be in the 
hands of civil servants. While their management of in- 
vestments might be very skillful, we would not expect 
to get much from them in the way of risk capital, 
which is precisely the kind that has sparked Canada's 
development. We must ask ourselves if such a system 
is one which we desire where initiative is taken from 
private citizens and given to government. Only when 
we have answered that question are we ready to write 
new tax legislation.! 


"Now there is no doubt that massive amounts of money 
must be allocated to the relief of suffering wherever 
it is found in a modern society with humane objectives. 
But to what level can public sector spending go before 
the ability of the country to carry on asm meaichy 
economic entity begins to disintegrate? One either 

has a free competitive system or one has not, and at 
some point continued enlargement of government partici- 
pation or intervention in the economy of a country will 
transform it to one of total state contro. 


No one can say with assurance how close we are 
to that point, but I suggest that we will reach it soon 
unless as much attention is paid to the pace and priorities 
of government spending as has been given to the revenue 
side of government activities during the past seven-and-a- 
haleiyGars.. 1 
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ection IX 


CAODC RECOMMENDATION TO THE 
MINISTER R.OF  FINANGE 


Both the Minister of Finance and the Prime Minister 
have stressed that persons or organizations which are critical of 
specific White Paper proposals should make alternative recommenda- 
tions. For example,in his recent Toronto speech, the Prime 
Minister commented: a7 

"If they object to specific measures, they should suggest 
practical alternative methods of achieving the objectives to 
which they agree." 

The purpose of this section is to summarize the overall 
CAODC recommendation to the Minister of Finance concerning the 
major proposals for tax reform. However, the section first 
deals with two related subjects - (1) administrative and judicial 


problems which would be created if these proposals were implemented; 


ands Ce). phe uncertainty associated with forecasting impacts of such 


proposals on the Canadian economy. 


5 ADMINISTRATIVE & Jul LAL PROBLEMS 


: s of 
The goals and standards which guided the authors of the 


1/ See footnote 1, Section VIII 
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White Paper included: 


"widespread understanding of and voluntary compliance with 
tax laws combined with enough detail to block loopholes." (1.6) 
The White Paper is satisfied that the proposed tax 
reforms are practical and effective measures, as indicated below: 
"The government's proposals are the result of careful study 
of tax principles, practices “and impace; The government 
believes they are the best practical proposals to attain our 


objectives in present circumstances." (1.4) 


"The following proposals are commended to Canadians as 
practical and effective measures to accomplish the objectives 


of tax reform 3 (1 #23) 
Prime Minister Trudeau supported this position in his 
r def 7 
recent Toronto speech=/ when he said: 
"We believe that this is a good White Paper because it sets 
out clearly many of the problems of our tax system and 
Suggests methods of solving them." 
CAODC believes that there are may aspects of the 
proposed tax reforms which are impractical and will be extremely 
difficult to administer, either by corporate taxpayers, individual 


taxpayers, or by federal and provincial governments. 


CAODC is also seriously concerned that these overall 
proposals, if enacted, would cause a lengthy period of uncertainty 


during which legal interpretation of the new act was tested in 


17” See footnote i Section “Vir 
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the courts. This concern is similar to that expressed in the 


1967 CAODC brief to the Minister of Finance regarding the 


Report of the Royal Commission on Taxation, in which CAODC 


stated: 


"The proposed tax system will require years of training 
for Revenue Department and private business staffs, 
It will be costly and difficult to administer. It will also 
cause many years of uncertainty as to judicial interpreta- 
Lion. This uncertainty will prejudice further investments 

- in Canada as. the application and effect of these tax laws 
will be unknown. The Association submits that the present 
system of taxation,. with which people in this and other 
countries are familiar, will with necessary modifications 
from time to time, continue to serve this country admirably." 


The White Paper objective to block loopholes is commendable. 
In fact, may of the types of loopholes referred to throughout 
the White Paper, wuch as surplus-stripping and associated companies, 
in the opinion of may tax experts, have been effectively blocked 
through enforcement under the present Act. It is impossible 
however to devise a utopian tax system which will plug all loopholes 
forever. Therefore, emphasis must be placed on effective 
administration and interpretation of the Act in order to minimize 
a document 


evasion or avoidance rather than trying to develop 


which will be air-tight in perpetuity. 


The history of all tax acts have illustrated that amend- 


i ns. It 
ments will be required each year for a variety of reaso 
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+s almost certain that a completely new income tax act will require 


far more changes than will revisions made to a previous act. 


ms UNCERTAINTIES OF PORE CASTING IME4CT 


CAODC definitely agrees with the following comments 


in the White Paper concerning the hazards of forecasting: 


"Tt is always hazardous to forecast revenues from income 
taxes. Part of the risk is in economic forecasting, which 
must cover not only total incomes but their broad distribu- 
tion. Moreover, corporate profits are more difficult to 
forecast than other variables - because they depend on changes 
in production, prices and costs, which can interact in an 
almost limitless number of ways - yet they are the basis of 
corporation income tax and affect capital gains substantially. 
Tnese normal difficulties have been increased in recent years 
because substantial changes have been made in tax laws, 
particularly those relating to capital cost allowances." (8.4) 


"The hazards of forecasting are increased when major changes 
are made in the tax structure. To estimate their effects 
it is necessary to know, to assume or to forecast on the 
basis of partial data, a number of factors that have not 
previously borne directly upon tax yields and are not reflected 
in tax statistics or other economic statistics. It is also 
necessary to forecast the reaction of taxpayers when 
confronted with new opportunities or new limitations on their 
behaviour, These risks are particularly important in connec- 
tion with the current program." (8,5) 


it is impossible to assess in advance the impact which 
the major proposals, if implemented, would have on the Canadian 


economy. In the interest of all Canadians (including taxpayers, 


investors and those who are partially or completely dependent on 
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government social programs), we cannot run the risk that the 
proposals, if implemented, would have an adverse effect on the 
Canadian economy. The lower income groups will be the first 
to suffer if there is a decline in economic activity, A decline, 


which would be difficult to reverse, would hurt the group of 


taxpayers which the White Paper is trying to protect. 


The White Paper suggests (1.12) that the present 
reform proposals should produce a reasonably stable system which 
can develop, but which need not be fundamentally revised for a 
considerable period. However, the White Paper also suggests 
that other reforms may be introduced at a later date (e.g. 
changes in sales tax, and capital cost allowance schedules etcetera), 
and that tax rates may need to be changed in future to meet 
economic circumstances and requirements for expenditures. These 
suggestions are very disconcerting since: (i) it is impossible to 
make a proper assessment of the overall impact of the White Paper 


tax reform proposals if other proposals are to be introduced at 


ae = aph 1.12 
a later date; and, (ii) it seems to contradict paragraph 1.12. 


o>; OVERALL CAODC RECOMMENDATION 


It is unfair and unrealistic for the Government to 


expect interested parties to be in a position to suggest alternatives 


si ig t 
to the major White Paper tax reform proposals. There has no 
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been sufficient time, budget or other resources to.develops and 
assess the impact of alternatives, keeping in mind the sizeable 
staff and millions of dollars spent by the Government since: 1962 
in studying tax reform. Also, although the White Paper itself 
was released in November 1969, the supplementary papers referred 
to in the Paper were not released until March 1970 and a technical 
paper dealing with mining and petroleum has not, and may not, be 


released. 


The investment community and taxpayers have been 
operating under a blanket of uncertainty since 1962 regarding . 
possible change in taxation ground rules affecting business decisions. 


This uncertainty should be removed as soon as possible. 


Because many White Paper proposals are inter-dependent, 
it will be impossible to remove unworkable proposals without 


modifying otherswhich could be time-consuming, 


In order to avoid this needless step and to remove the 
cloud of uncertainty as quickly as possible, the most sensible route 
to follow would be to retain the present Act,subject to reasonable 
modifications implemented over time, and which are acceptable to tax- 


payers, the business community and the appropriate levels of 


Fovernment, 


Banking, Trade and Commerce 
37: 345 


G RIG SEDCO H 


DS, HALIFAX, NOVA SCOTIA 
DRILLING LTD. 


OFFSHORE DRILLIN 


CONSTRUCTED BY HALIFAX SHIPYAR 
FOR SOUTHEASTERN COMMONWEALTH 


37: 346 Standing Senate Commiitee 


: : | 

loans, university support, retraining and industrial development. | 
3 

Yet the tax reform proposals will have the effect of penalizing 

those Canadians who have the initiative to take advantage of such 


programs, 


All levels of government have an important responsibility 


to keep their expenditures (including those associated with proposed 
new social programs) within financial boundaries that can be supported. 
from existing revenue sources. This will require creation of priori- 


ties in allocating revenues to existing and proposed programs, 


Mr. G@ Arnold Hart, Chairman of the Bank of Montreal, 


, 
made t 


he following comment regarding future Spending programs 


referred to in the White Paper: B/ 


"The White Paper is based on the unsu 


tion that the Government needs more 
that the public has not Aered form) as This assumption 
is very disturbing forit Suggests that the Government 
knows best how future gains in the income produced in 
the private sector should be Spent, and moreover, knows 
this in advance before consulting the electorate as to its 

wishes -—-~- Incredibly, we have a situation where Canadians 

are being invited to submit to higher taxes, not to pay. tor 
Programs they have asked for, not even for programs that 
ction platform, but just | 


have been put to them in an ele 
a bland assertion that it 


fore proposes to write 
lective bank account." 


bstantiated assump- 
money for programs 


need more money and there 
itself a blank cheque on the col 


ee ee 


3/ 


In a December 1969 Speech to shareholders of the Bank of Montreal, 


‘« = = 
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The Honourable J.V. Clyne, Chairman and Chief Execu- 


tive Officer of MacMillan Bloedel Limited, also commented on these 


proposed spending programs: L/ 


Were ee T wil) confine myself to a discussion of the 
White Paper not so much as a proposal for tax reform 
but as a document designed to create revenue fora 
broad undefined scheme of social change in Canada. 

I believe, on the evidence we have seen, that the White 
Paper is only part of that scheme and that the great 
debate on tax reform can reach no real conclusion until 
the Government has revealed more of its intentions. 
What programmes has it in mind that would require the 
vast sums the White Paper would produce? How can 
those of us outside government be expected to make a 
qualitative judgment on tax proposals without knowing 
What projects are planned and what they will cost? 

It is unprecedented for a government to seek new 
revenue on this scale without saying where it proposes 


fo ase. it." 


CAODC believes in personal snitiative and incentives but 


disagrees with introduction of social or other programs which have 


the effect of increasing the relative importance of the public 


sector's share of total GNP. The sixth annual report of the 


Economic Council ef Canada indicated that the public sector share 


would increase from 3e per cent an 1968 bo 2 Pes cent in 1975. 


ne 

L/ "The White Paper -- A Summing Up 
dian Tax Foundation Conference in piomeEe 
JI.V. Clyne, Chairman und Chief Executive 


Bloedel Limited, March 25, 1970. 


{by She Honourable 
Orricer, MacMillan 


1 —~ an address to the Cana- 


: 347 
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Recent trends suggest the 37 per cent level will be reached much 
sooner. Jancontmast;thespublic sectontin the Us .34,faccountens ox 
only 31.4 per cent of its total GNP, 4/ even with the sizeable 
expenditures associated with the Vietnam War and the Space Pro- 
gram. Without these two major expenditures the ratio of the 
public sector cto. total/GNP in the U:S..might be,asslow as 25 per 
cent. CAODC.questions, why we have) to) be se, farm out of line 


with the U 49ie)4nse this. regards 


The White Paper recognized that its proposals would 
increase the relative importance of the public sector, as indicated 


by the following comment: 


"These (reductions in capital expenditures of CHCs and 

the mineral industries) would be offset by a small imme- 
diate increase in public revenues, and a rather larger 
increase after the early transitional years. These aggre- 
gate changes, however, could be taken into account in the 
determination of monetary and fiscal policy and could be 
offset in their general effects on total incomes, employment 
anduprices 6,49) 


In regard to this shift from the private to public::sector, 
CAODC agrees with Mr. Clyne's cOMMENES ..4S.L0llowe. L/ 
"Now in Canada, we are asked to accept a system of 


taxation that would gradually drain off the reservoir of 
individual private savings to the public sector where 
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decisions as to its investment would largely be in the 
hands of civil servants. While their management of in- 
vestments might be very skillful, we would not expect 
to get much from them in the way of risk capital 
which is precisely the kind that has sparked Chexisicterlin 
development. We must ask ourselves if such a system 
is one which we desire where initiative is taken from 
private citizens and given to government. Only when 
we have answered that question are we ready to write 
new tax legislation." 


"Now there is no doubt that massive amounts of money 
must be allocated to the relief of suffering wherever 
it is found in a modern society with humane objectives. 
But to what level can public sector spending go before 
the ability of the country to carry on as 4 healthy 
economic entity begins to disintegrate? One either 

has a free competitive system or one has not, and at 
some point continued enlargement of government partici- 
pation or intervention in the economy of a country will 
transform it to one of total state eontrol? 


No one can say with assurance how close we are 
to that point, but I suggest that we wiil reach it soon 
unless aS much attention is paid to the pace and priorities 
of government spending as has been given to the revenue 
side of government activities during the past -seven-and-a- 
half years." 
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Section IX 


CAQDC SRE GOMMENDA TIONG Geli 
MINISTER OF FINANCE 


Both the Minister of Finance and the Prime Minister 
have stressed that persons or organizations which are critical of 
specific White Paper proposals should make alternative recommenda- 
tions. For example, in his recent Toronto speech, the Prime 
Minister commented: V/ 
"If they object to specific measures, they should suggest 
practical alternative methods of achieving the objectives to 
which they agree." 
The purpose of this section is to summarize the overall 
CAODC recommendation to the Minister of Finance concerning the 
major proposals for tax reform, However, the section first 
deals with two related subjects - (1) administrative and judicial 
problems which would be created if these proposals were implemented; 
and, (2) the uncertainty associated with forecasting impacts of such 


proposals on the Canadian economy, 
Pre ADMINIS TRA TELE. & JUDICIAL PROBLEMS 
a a VE SF PILOT AL, PROBLEMS 
The goals and standards which guided the authors of the 


ee 


1/ See footnote 1, Section VIII 
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White Paper included: 


"widespread understanding of and voluntary compliance with 
tax laws combined with enough detail to block loopholes." (1.6) 


The White Paper is satisfied that the proposed tax 


reforms are practical and effective measures, as indicated below: 


"The government's proposals are the result of careful study 
Specax principles; practicescand. impact. The government 
believes they are the best practical proposals to attain our 
objectives in present circumstances." (1.4) 


"The following proposals are commended to Canadians as 
practical and effective measures to accomplish the objectives 
of tax reform." (1.23) 


Prime Minister Trudeau supported this position in his 


recent Toronto speech! when he said: 


"Wwe believe that this is a good White Paper because it sets 
out clearly many of the problems of our tax system and 
suggests methods of solving them." 


CAODC believes that there are may aspects of the 


proposed tax reforms which are impractical and will be extremely 


difficult to administer, either by corporate taxpayers, individual 


taxpayers, or by federal and provincial governments. 


GAD is also seriously concerned that these overall 


proposals, if enacted, would cause a4 lengthy period of uncertainty 


P tested in 
during which legal interpretation of the new act was 


See footnote 1, Section Wk 
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the courts. This concern is similar to that expressed in the 


1967 CAODC brief to the Minister of Finance regarding the 


Report of the Royal Commission on Taxation, in which CAODC 


stated : 


"The proposed tax*system will require! years?of training 

for Revenue Department and private business staffs. 

It will be costly and difficult to administer. It will also 
cause many years ‘of suncertainty as™toyudicialiinterpreta— 
tion's This uncertainty will prejudice further investments 

in Canada’ as the application and effect of these tax laws 

will be unknown. The Association submits that the present 
system of taxation, with which people in this and other 
countries are familiar, will with necessary modifications 

from time to time, continue to serve this country admirably." 


The White Paper objective to block loopholes is commendable 


In fact, may of the types of loopholes referred to throughout 
the White Paper, wuch as surplus-stripping and associated companies, 
in the opinion of may tax experts, have been effectively blocked 
through enforcement under the present Act, it! is: impossible 
however to devise a utopian tax system which will plug all loopholes 
forever, Therefore, emphasis must be placed on effective 
administration and interpretation of the Act in order to minimize 
evasion or avoidance rather than trying to develop 2 document 


which will be air-tight in perpercultiy, 


The history of all tax eke have illustrated that amend- 


Menvs will be required. each year for a variety of reasons, Te 
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is almost certain that a completely new income tax act will require 


far more changes than will revisions made to a previous act 
i SNOCmeTAINTIIES OF FORECASTING IMPACT 


CAODC definitely agrees with the following comments 


in the White Paper concerning the hazards of forecasting: 


"Tt is always hazardous to forecast revenues from income 
taxes. Part of the risk is in economic forecasting, which 
must cover not only total incomes but their broad distribu- 
iON s Moreover, corporate profits are more diriieuit we 


forecast than other variables - because they depend on changes 


in production, prices and costs, which can interact in an 
almost limitless number of ways - yet they are the basis of 
corporation income tax and affect capital gains substantially. 
These normal difficulties have been increased in recent years 
because substantial changes have been made in tax laws, 
particularly those relating to capital cost allowances." (8.4) 


"The hazards of forecasting are increased when major changes 
are made in the tax structure. To estimate their effects 
it is necessary to know, to assume or to forecast on the 
basis of partial data, 4 number of factors that have not 
previously borne directly upon tax yields and are not reflected 
in tax statistics or other economic statistics. it is ales 
necessary to forecast the reaction of taxpayers when 
confronted with new opportunities or new limitations on their 
behaviour. These’ risks are particularly important in connec- 
tion with the current program." (8.5) 


It is impossible to assess in advance the impact which 


the major proposals, if implemented, would have on the Canadian 


economy. In the interest of all Canadians (including taxpayers, 


investors and those who are partially or completely dependent: on 
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government social programs), we cannot run the risk that the 

proposals, if implemented, would have an adverse effect.onthe 
Canadian economy. The lower income groups will be the first 

to suffer if there is a decline in economic activity. A. decline, 
which would be difficult to reverse, would hurt the group of 


taxpayers which the White Paper is trying to protect, 


The, White, Paper suggests (1.12) thatthe, mresenp 
reform proposals should produce a reasonably stable system which 
can develop, but which need not be fundamentally revised for a 
considerable period. However, the White Paper also suggests 
that other reforms may be introduced at a later date (e.g. 
changes in sales tax, and capital cost allowance schedules etcetera), 
and that tax rates may need to be changed in future to meet 
economic circumstances and requirements for expenditures. These 
Suggestions are very disconcerting since: (i) it is impossible to 
a proper assessment of the overall impact of the White Paper 
tax reform proposals if other proposals are to be introduced at 


a Jater dates and. (ii) it seeme to contradict paragraph 1.12. 


=e OVERALL, CAGIC RECOMMENDATION 
ee et EYINDATION 


It is unfair and unrealistic stom the Government to 


expect interested parties to be in a position to suggest alternatives 


to the major White Paper tax reform proposals, There has not 
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been sufficient time, budget or other resources to develop and 
assess the impact of alternatives, keeping in mind the sizeable 
staff and millions of dollars spent by the Government since 1962 
in studying tax reform. Also, although the White Paper itself 
was released in November 1969, the supplementary papers referred 
to in the Paper were not released until March 1970 and a technical 
paper dealing with mining and petroleum has not, and may not, be 


released. 


The investment community and taxpayers have been 
operating under a blanket of uncertainty since 1962 regarding 
possible change in taxation ground rules affecting business decisions. 


This uncertainty should be removed as soon as possible. 


Because many White Paper proposals are inter-dependent, 
it will be impossible to remove unworkable proposals without 


modifying otherswhich could be time-consuming. 


In order to avoid this needless step and to remove the 


cloud of uncertainty as quickly as possible, the most sensible route 


to follow would be to retain the present Act, subject to reasonable 


modifications implemented over time, and which are acceptable to tax- 


payers, the business community and the appropriate levels ot 


government. 
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APPENDIX By mks 


BRIEF 


THE STANDING SENATE COMMITTEE ON BANKING, 


TRADE AND COMMERCE. 


BY 


THE NATIONAL ASSOCIATION OF TOBACCO 
AND CONFECTIONERY DISTRIBUTORS 
MONTREAL 


SUBJECT 


THE "BENSON® WHITE PAPER ON TAXATION 
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PROPOSED BRIEF 


INTRODUCTION 


We, representatives of the National Association of Tobacco 
and Confectionery Distributors, submit on behalf of our members, 
wholesalers of tobacco and confectionery in Canada, this Brief, which 
outlines our specific objections to, and suggestions for revision with 


regard proposals contained the "White Paper" On Taxation. 


Wholesalers of tobacco and confectionery are the middlemen 
between the manufacturers or suppliers of these products and the 
retailers. As such, their business is characterized by a low margin of 
profit, very high overhead, considerable capital investment and the 
extension of credit to their customers. Wholesalers by and large, are 
considered as small business enterprises (C, H. C. ) which would be 


affected strongly by certain of Mr. Benson's Proposals. 


There are however, several firms represented in our member - 
ship which are W. H. C. and which firms would be effected in the matter 


of the 5 year re-evaluation of capital. 
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The wholesaling function is a most necessary contribution 
to the standard of living enjoyed by Canadians, the distributive 
process assures that merchandise of all types is placed at point of 
sale at minimal cost. This function offers employment for many in 


our industry and price advantage to consumers. 


THE BRIEF 


GENERAL COMMENTS: The "White Paper" stresses the 
closeness of the shareholders of a closely held corporation to the 
corporation itself and expresses the desire that the corporations 
tax should be related as closely as possible to rates paid by individual 


shareholders (1) 


During the course of our meeting with the Honourable Edgar 
J. Benson on February 26, 1970 in Ottawa, Mr. Benson emphasized 
paragraph 4, 18 (2), namely the problems arising from the build-up 


of large corporate Surpluses and the present resistance to the eventual 


taxation of these surpluses by the shareholders. It was our understanding 


(1) Paragraph 1, 40 - 


; 
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that Mr. Benson felt that by establishing a uniform rate of 
corporate income tax and by requiring a dividend payment 
within 25 years if the corporations' taxes were to be creditable 
to the shareholders, that many of the present tax manipulations 


and injustices would be eliminated. 


Bearing in mind the purpose and nature of the White 
Paper's objectives pertaining to the taxation of closely held 
corporations, we shall in the paragraphs that follow, offer an 
alternative which will considerably ease the effects of the proposed 
increase in rates from 21% to 50% over a period of 5 years for 


closely held companies on the first $35, 000 of net profits. 


CONSIDERATIONS AND EFFECTS OF INCREASING THE 
RATE OF TAX APPLICABLE TO C.H.C.'S AND TO TOBACCO 
WHOLESALERS IN PARTICULAR: ‘Tobacco wholesalers generally 
operate on a comparatively very small mark-up on sales. Conse- 
quently, a large volume of sales is required in order to arrive ata 
reasonable rate of return on invested capital. In order to achieve this 


sales figure, a large and varied inventory is required. 


7359 
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With few exceptions, the members of the N. A. T.C. D. 
are comprised of "C. H.C. 's"_ These depend largely on their 


profits in order to finance the increasingly larger inventories 


required by a growing concern. 


These independent wholesalers are now faced with 
eventual increased taxes up to a maximum of $10, 150 annually 
(50% - 21% or 29% x $35, 000). If they choose and qualify to be 
taxed under the "partnership option" the increase may be 
somewhat less pronounced, but it constitutes a material increase, 


nevertheless. 


The inevitable result of the significant drain on working 
Capital caused by the proposed tax increase on corporations will 
be to: 

1) Seriously curtail the growth of existing "C. H.C. 's"; 

2) discourage the initiation of new business ventures; 
the tobacco wholesaler, with his large inventory requirements 
coupled with his low gross profit on sales would have the following 
logical options: 

1) to sell out to larger competitors; 

2) to merge; 


3) to close down 


i 


Banking, Trade and Commerce 37 


It would be most difficult for the family owned business 
to survive in the tradition of free enterprise that has been charac- 
teristic of the "Canadian way" of doing business, since the 


beginning of Canada. 


THE ALTERNATIVE: Paragraph 4, 27 proposes that 
corporations eventually be taxed at a flat 50% rate and that dividends 
be passed on to the shareholders within 23 years from the end 


of the corporation's year end. 


Payment of dividends within this period would permit 
shareholders to receive full credit for corporation taxes already 
paid, when calculating their personal tax liabilities. This procedure 
would further eliminate the accumulation of undistributed surplus. 
However, it would inevitably cause the hardships to small corpo- 


rations already described. 


The proposed alternative would be to leave the $35, 000 tax 
umbrella in tact for companies whose profits are less than 100, 000 
annually. This $35,000 exemption could be reduced at the rate of 
$500 for each $1, 000 that the company earned over $100,000. This 
This means that a company which earned $120, 000 would benefit 


from only a $25,000 exemption and one with net profits of 170, 000 
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would have no exemption at all, The second phase would be to 


require the payment of a dividend within 5 years after the end 

of the corporations taxation year-end if the tax paid by the company 
is to be creditable to the shareholders. Companies earning between 
is to be creditabic CO g 


35,000 and 100, 000 would dirive the maximum benefit of an annual 


tax deferrment of 10, 150 (50 - 21% or 29% x 35, 000) whereas 


those earning up to 35,000 or between 100, 000 and 170, 000 would 


derive benefits to lesser degrees. Since dividend distributions of 
each year's earnings would only made 0 years later, a company 
could benefit by an interest free tax deferrment equal to o times 


10, 150 or $50, 750. 


Other "technical" considerations would be the retention of the 
present tax loss carry-over provisions. Therefore, income subject 


to distribution would be the lesser of: 


a) net income after deduction of another year's tax losses, 
or 
b) the company's undistributed income on hand on the day 


that the dividend to shareholders is declared. 


THE FOREGOING PLAN WOULD: 


1) considerably ease the strain on working capital to 
Smaller companies, as defined; 


2) provide that corporation profits be taxed at personal 


rates as proposed by the White Paper, within 5 years, 


Banking, Trade and Commerce 37 : 363 


3) eliminate the build-up of corporate surpluses 
with the same effectiveness as the "White Paper" 
presently proposes. 


OTHER ALTERNATIVES: Whereas it is generally 


agreed that small companies will need some assistance to survive at 


a 50% rate of tax, two other alternatives were also examined. 


1. Depreciation of plant and equipment at accelerated 
rates was one. This would not be of any great assistance to tobacco 


wholesales whose primary problem is the financing of large inventories. 


2. Loans by the Government to C. H.C. 's was another. 


Even if these were interest free they would: 


a) restrict the company's over all borrowing power 
b) the loans could not be reduced by subsequent tax-losses 
c) in the light of the present administration of the "Small 


Business Loans Act" and of the operations of the 

Industrial Development Bank, these loans might become too 
entangled in "red tape" causing the whole lending process 
to become ineffective. 


Neither the "accelerated depreciation" alternative nor the 


"Government Tax-Loan" alternative are considered by us to be suitable ones. 
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CONVENTIONS: Mr. Benson mentioned to us that his 
intention in proposing the elimination of the deductibility of 


entertainment and related expenses was to eliminate present abuses. 


The proposed legislation would seriously affect NATCD 
Conventions which have given members the opportunity to discuss 
and resolve common problems as well as to attend the educational 
seminars conducted at these Conventions and to conduct association 
business. These conventions are of direct benefit to members in 
earning better livlihoods in the field of tobacco wholesaling. We feel 
it only reasonable to request that attendance at N.A.T.C.D. and 


similar conventions continue to be deductible for income tax purposes. 


For facility of administration, associations such as ours could 
be asked to register details of the nature of conventions before 
holding them, If they met with Government guidelines, the Tax Department 
would issue a registration number in the same manner as it now does to 
Charitable institutions, The receipt would authorize the taxpayer to 
deduct registrations fees to the Convention as well as travelling and 
related expenses, This procedure would permit the Government to 


evaluate conventions individually and prevent abuses. 
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FIVE-YEAR REVALUATION OF SHARES IN WIDELY 
HELD CORPORATIONS: This revaluation for purposes of 
determining a taxpayer's capital - gains tax liability will not 
be dealt with at any length, in view of Mr. Benson's official 
statements suggesting that this matter was receiving further 


consideration. 


CONCLUSION: We are hopeful that our proposals may 
receive your favourable consideration, so that small business 
may continue as a way of Canadian business life and so that the 
Canadian Tobacco Wholesalers may continue to make their full 
contribution to the Canadian economy within the framework of 
a system of taxation that is fair to all, one that recognizes the 


inherent problems of small business. 


Respectfully submitted, 


THE LEGISLATION COMMITTEE OF THE N.A.T.C.D. 


Consisting of: E. J. Hartnett, Chairman of the Legislation Committee 
Paul Kaiser, B. Comm., C. A. Consultant 


John L. Cunningham, Assistant Director N. A, T.C. D. 


— ee es 
Queen’s Printer for Canada, Ottawa, 1970 


ss ala tall ack HAA athe dt 


 depibiae ASO RE, wakessrng OER an ere Ld 
initio Biesue Aldo wee ni tenet cos tnt 


i | i =a aiteck ™ 
*sW witagn sinh Batt yeire 


TA 


ssairyh. Sh Sos? 


) ” 
e - 7 


ee ‘!) ge ¢ eend ie: 
var: eleereen tee Ue od oak OY wag 


Pe: Pee tb beat ige, «AO oh MAD Leia: PRE ; 


piigad) os Sma anlar, sleet, 20. KRM 2s ER | 
luk aaa adit oF ion’ tens arrekena ane goade Pema 


D err a es : 4 4,49 + 2 
wo Meeadine ¢ dt at. ey, carga eae id Oe AR eee Tort 


ey nexeyetsi tu! tuo Uh ol ete? eho eoitsxat Yo moseye Rs 


ft. «t ‘-% f - a HONS me» be ue 
22eauicn F “ae Yo ea idoens eprtt 
Re tae rd ed tarpentions ae 


a tities Al Sy one ie Dac Dae 
- Lae = j “Tr > O ~aner us ihaow rie 
ah a . . Ps ~~. 4 Mae . | . i y A iy cet vr iMYVOly MOTs i‘ .< aor ‘ ‘ 


: nay: ‘ J : are ae gets in LORY ie 
satticama) amrtalsi Set! 2 Hemi eG ion tad ta No 


xa be one, fe Goverument to 
jase 3d) A SS ano? waled {us 


‘ 


‘mm ae 


i r pm , a ; ‘ : rm 7 v7 ove pepune. 
ha J ~ or." a "HJ 24" i JTRIBI LSA signin.) ms | nutty 4 


om re ha 


WE cw SC sbong> 70h whet sg 


a 
ES 


“hy 
bi, 


a] 


Canada. Parl. Senate. Standing 
Committee on Banking, Trade and 
Commerce 

ProceedingsSeeces 


Lacking issue no. 38, 28th Parl., 2nd sess. 


$ aD aN 5 ae % 
| O07 Be 
as | | “7 ‘ eae 
— i oti ond -eighth Parliament 
1969-70 
THE SENATE OF CANADA 
PROCEEDINGS 
OF THE 
STANDING SENATE COMMITTEE 
ON 


Government 


mw 31° 
s 


BANKING, TRADE AND COMMERCE 


The Honourable SALTER A. HAYDEN, Chairman 


No. 39 
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entitled: 


“PROPOSALS FOR TAX REFORM” 


APPENDICES: 
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toe trane 


Aird 
Aseltine 
Beaubien 
Benidickson 
Blois 
Burchill 
Carter 
Choquette 


THE STANDING SENATE COMMITTEE ON 
BANKING, TRADE AND COMMERCE 


The Honourable Salter A. Hayden, Chairman 


The Honourable Senators: 


Croll 
Desruisseaux 
Everett 
Gélinas 
Giguére 
Grosart 

Haig 

Hayden 


Connolly (Ottawa West) Hays 


Cook 


Hollett 


Isnor 

Kinley 

Lang 
Macnaughton 
Molson 

Phillips (Rigaud) 
Walker 

Welch 

White 

Willis— (30) 


Ex officio members: Flynn and Martin 


(Quorum 7) 


ORDERS OF REFERENCE 


eee from the Minutes of the Proceedings of the Senate, November 19, 
1 : 

“With leave of the Senate, 

The Honourable Senator Martin, P.C., moved, seconded by the 
Honourable Senator Langlois: 

That the Standing Senate Committee on Banking, Trade and Com- 
merce be authorized to examine and report upon the White Paper inti- 
tuled: “Proposals for Tax Reform’’, prepared by the Minister of Finance, 
and tabled in the Senate on Tuesday, 18th November, 1969. 

After debate, and— 

The question being put on the motion, it was— 

Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, December 19, 
1969: 

“With leave of the Senate, 

The Honourable Senator Phillips (Rigaud) moved, seconded by the 
Honourable Senator Robichaud, P.C.: 

That the Standing Senate Committee on Banking, Trade and Com- 
merce be empowered to engage the services of such counsel and technical, 
clerical and other personnel as may be necessary for the purposes of its 
examination and consideration of such legislation and other matters as 
may be referred to it. 

After debate, and— 
The question being put on the motion, it was— 


Resolved in the affirmative.” 


Extract from the Minutes of the Proceedings of the Senate, February 18, 
1970: 

“With leave of the Senate, 

The Honourable Senator McDonald moved, seconded by the Honour- 
able Senator Hayden: 

That the Standing Senate Committee on Banking, Trade and Com- 
merce have power to sit during adjournments of the Senate. 

After debate, and— 

The question being put on the motion, it was— 

Resolved in the affirmative.” 


Clerk of the Senate. 
ROBERT FORTIER, 
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MINUTES OF PROCEEDINGS 


TUESDAY, September 15th, 1970. 
(66) 


Pursuant to adjournment and notice the Standing Senate Committee on 
Banking, Trade and Commerce met this day at 10:00 a.m. to further consider: 


The Government White Paper entitled: “Proposals for Tax Reform’. 


Present: The Honourable Senators Hayden (Chairman), Aird, Beaubien, 
Benidickson, Blois, Carter, Connolly (Ottawa West), Cook, Everett, Gélinas, 
Haig, Isnor, Molson and Phillips (Rigauwd)—(14). 


In attendance: Arthur W. Gilmour, Senior Advisor; Alan J. Irving, Legal 
Advisor and Roland B. Breton, Executive-Secretary. 


Upon motion it was Resolved to print as Appendices the Supplementary 
Information received from the following: 
1. The Steel Company of Canada, Limited; 
. Canadian Labour Congress; 
. Derry, Michener & Booth; 
. James Richardson & Sons, Limited; 
. Alean Aluminium Limited; 
. Bethlehem Copper Corporation Ltd.; 
. Caisses Populaires Desjardins; 


. Canadian Art Museum Directors Organization; 


oS Oe AD oF WwW WD 


. The Canadian Institute of Chartered Accountants; 


— 
= 


The Canadian Medical Association; 


— 
p= 


. Canadian Pulp and Paper Association; 


— 
i) 


. Co-operative Union of Canada and Le Conseil Canadien de la Coopé- 
ration; 


i 
Ww 


. Dominion Foundries and Steel, Limited; 


i 
SS 


. Imperial Oil Limited; 


— 
o1 


. International Utilities Corporation; 


a 
lop) 


. King Resources Company; 

. McIntyre Porcupine Mines Limited; 

. Liberian Iron Ore Limited (Lio); 

. Massey-Ferguson Limited; ; 
. Canadian Construction Association; 

. The Toronto Stock Exchange; 


So Nw YF Se 
ei ©: > co =3 
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22. Texaco Canada Limited; 

93. Syncrude Canada Ltd.; 

24, Shell Canada Limited; 

95. Retail Council of Canada; 

26. The Robert Simpson Company Limited and 
27. National Sea Products Limited. 


At 10:20 a.m. the Committee proceeded in camera and at 6:10 p.m. ad- 
journed to the call of the Chairman. 


ATTEST: 
Frank A. Jackson, 
Clerk of the Committee. 
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June 8, 1970 


The Honourable S. A. Hayden 

Chairman 

Standing Senate Committee on 
Banking, Trade and Commerce 

Ottawa, Ontario 


Dear Mr. Hayden: 


Re: Submission on Proposals for Tax Reform 
by Algoma, Dofasco and Stelco 


I am enclosing copies of the following correspondence 
being forwarded today to the Standing Committee on Finance, Trade and 
Economic Affairs. 


(1) Projections prepared by Clarkson, Gordon & Co. illustrating 
the effect of the present and proposed mining incentives on 
a typical mining operation of a Canadian steel producer. 


(2) Information regarding the impact of the mining incentives on 
Stelco's earnings during the 1960's. 


(3) A suggestion as to a possible alteration of the present rules 
regarding exempt mining income. 


This information was requested by the Commons Committee 
during our hearing on May 7. I believe that it is self-explanatory 
and that you may find it a useful addition to the evidence we gave 
before your Committee on May 6. 


Yours very truly, 


Norman J. Brown 
Vice-President and Comptroller 


NJB/MM 
Encl. ‘ 


Copy ec or R. B. Breton, Executive Secretary 
Standing Senate Committee on Banking, Trade and Commerce 
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June 8, 1970 


Mr. Gaston Clermont, M.P. 

Chairman 

Standing Committee on Finance, 
Trade and Economic Affairs 


Ottawa, Ontario 
Dear Mr. Clermont: 


Re: Submission on Proposals for Tax Reform 


by Algoma, Dofasco and Stelco 


At the hearing before your Committee on May 7, we 
were asked to submit the working papers prepared by Clarkson, 
Gordon & Co., illustrating the effect of the White Paper proposals 
on the profitability of investment in iron ore mines in Canada. 


The material enclosed has been prepared by Clarkson's 
and is presented in the form of cash flows for a typical iron ore 
mining investment by a Canadian steel producer. It is based on 
composite figures for specific mining projects now operated by one 
or more of the three steel companies and is, therefore, considered 
to be representative of an actual situation. 


The material includes the following: 


(1) a memorandum prepared by Clarkson, Gordon & Co. describing 


the assumptions on which the figures are based and indicating 
the conclusions 
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CLARKSON, GORDON & COMPANY 


June 5, 1970 
THE THREE STEEL COMPANIES 


STUDY OF THE EFFECT OF THE WHITE PAPER PROPOSALS 
ON A TYPICAL IRON ORE MINING PROJECT 


The data used for the ep nnees of the "typical iron ore mining 
project" in this study are based on weighted averages of the actual and projected 
results for the operating mines of the three Steel Companies. The weighted 
average figures have been rounded slightly to simplify calculations. The 
resulting data is considered to be representative of the actual and projected 


results of the operating iron ore mines. 


Summary of data and assumptions 


1. Annual production has been taken as 1,300,000 tons of iron ore pellets. 


Annual rates of production of the operating mines were as follows: 


MacLeod (Algoma) 1,375,000 tons 
Wabush (Stelco) 1,536,000 " 
Wabush (Dofasco) 1,014,000 q 
Sherman (Dofasco) 1,012,000 " 
Griffith (Stelco) 1,500,000 0, 


2. Pre-tax profit (before capital cost allowance and preproduction expenses) 
from the production of prime metal from ore derived from the mine is 
assumed to be $16.60 per ton of pellet production. It has been assumed 
that this profit margin will remain constant (i.e. that increased 


operating costs will be offset by corresponding increases in selling 


prices). 


39 


9:10 Standing Senate Committee 
39: 


3. Capital expenditures were assumed to be as follows: 


Total for 
1,300,000 tons Investment 


annual production per ton 


Preproduction and mine 


development expenses $ 7,540,000 SS eo0 
Depreciable mine, plant 

oe equipment 48,490,000 37.30 
Investment in related facilities 

(e.g. railways) 3,000,000 9) iil 
Working capital 4,030,000 3.40 
Total $63,060,000 $48.51 


The investment in existing pig iron producing facilities not included 
above was assumed to be $25 million for purposes of capital cost allow- 
ance calculations. 

The bulk of the exploration and development expenses (Sec.83A) were assumed 
to have been incurred in the first three years of the preproduction period, 
with the balance in the fourth year of this period. 

Depreciable property outlays were assumed to have been concentrated in the 
early part of the preproduction period. No further additions were included 
over the life of the property (30 years including the 4-year preproduction 
period) as it was assumed that the cost of replacement of the initial 
facilities would be reflected in the cost of production. 

The investment in related facilities was assumed to have been made over 
the first 5 years with the greatest expenditures in the first two years. 


It was assumed also that this investment would be recovered evenly over 


a 15 year period once the expenditures ceased. 


ee 
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4. It was assumed that the company concerned had income from other mines 
sufficient to absorb capital cost allowance and preproduction expense 
deductions available in the preproduction period. 

5. A tax rate of 52% was used throughout except that deductions available 
in the preproduction period were assumed to apply against other 
mining income taxable at an effective rate of 35% under the present 


system. 


Method of calculation 

The operating results for a typical iron ore mining project have 
been projected over the assumed life of the mine (30 years including a four 
year preproduction period) under the present tax legislation, the White Paper 
proposals, and also on the assumption that neither exemption nor depletion 
under the present tax legislation was available. In order to measure these 
results on a common basis, the net cash flow (inflow and outflow) generated 
by the operation in each year has been discounted to determine a rate of return 
for each case. It has been assumed that the net cash flow in each year occurred 


at the beginning of each period. 


Results of calculations for typical 


iron ore mining project 


1. The rates of return determined for this project are as follows: 


Present tax provisions 13.4% 
White Paper proposals rae | 
Present tax provisions without 

exemption or depletion 5.8% 
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2, The reduction in the rate of return under the White Paper proposals 
is 42.5% when expressed as a percentage of the rate of return under 
the existing legislation. 

3% 


The following schedule illustrates that the relief provided by the White 


Paper proposals is 25% of the relief provided by the present exemption 
and depletion provisions: 


Rate of return 
Present tax provisions 13.4% 
Present tax provisions without 
exemption or depletion 5.8 
Relief provided by exemption and depletion 
in terms of rate of return Ta 
White Paper proposals Lal 
Present tax provisions without 
exemption or depletion 5.8 
Relief provided by White Paper proposals 
in terms of rate of return 169 
Relief provided under White Paper proposals 
as % of relief provided by present 


exemption and depletion provisions 
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PO Box 205, tanto Loniicon Cort 
Loronte 1, Ontario 


June 8, 1970 


Mr. Gaston Clermont, M.P. 

Chairman 

Standing Committee on Finance, 
Trade and Economic Affairs 

Ottawa, Ontario 


Dear Mr. Clermont: 


Re: Submission on Proposals for Tax Reform 


by Algoma, Dof¥asco and Stelco 


During the hearing before your Committee on May 7, the 
question was raised as to whether the steel companies were prepared 
to suggest possible alternatives to the present mining incentives. 


We believe that the existing tax law is uniquely suited 
to the needs of the Canadian steel industry. It provides a sufficient 
tax reduction to make the development of Canadian iron ore properties 
economically feasible, and at the same time, it provides an incentive 
to process the iron ore in Canada to finished steel products. As we 
pointed out at the hearing, there have been no "bonanzas" in iron ore 
mining, nor are there likely to be. 


Nevertheless, as protection against abuse by the 
"bonanza" type of project, we would suggest that the amount of exempt 
income permitted could be limited to the lesser of the income earned 
in a three-year period or the amount of the investment in the project. 
Depletion allowances as currently provided, however, are essential and 
should be continued in their present form if the Canadian steel 
industry is to continue to be encouraged to use Canadian iron ore in 
its operations. 


Yours very truly, 


H. M. Griffith 


President and 
Chief Executive Officer 


HMG/MM 
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June B, 1970 


Mr. Gaston Clermont, M.P. 

Chairman 

Standing Committee on Finance, 
Trade and Economic Affairs 

Ottawa, Ontario 


Dear Mr. Clermont: 


Re: Submission on Proposals for Tax Reform 
< by Algoma, Dofasco and Stelco 


At the hearing before your Committee on May 7, each of 
the three companies undertook to supply further information regarding 
the value of the mining incentives to its own operations in recent 
years. 


The figures for The Steel Company of Canada, Limited 
are shown on the attached statement. Because the importance of 


Canadian iron ore mining operations to our Company increased dramatically 


during the 1960's, the decade has been divided between the years 
1960-1965 and 1966-1969. Until 1966, only the Hilton Mine was operated. 
Wabush Mines started production in 1966, and the Griffith Mine in 1969. 


Annual production capacities of these mines and Stelco's share of the 
output are as follows: 


Capacity Stelco Share 
Hilton 800,000 tons 400,000 tons 
Wabush 6,000,000 tons 1,536,000 tons 
Griffith 1,500,000 tons 1,500,000 tons 


The value of the present incentives to Stelco is apparent 

ment attached, with the average tax rate for the ten years 

pei percentage points (48.4% v. 42.5%) and for the last 

: even percentage points (50.1% v. 38.8%). All of the 

Tips eee in the period is due to the three-year exemption 

Seats nee eae to depletion. This is because income which would 

es a eT subject to a depletion allowance was fully offset 

7 Pieter eales Owance and preproduction expense deductions during 
10N period of a subsequent project. For example, following 


from the state 
being reduced 
four years by 
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the expiration of the Hilton exempt period on October 1, 1961, deductions 
for Wabush, which was then under construction, were sufficient to eliminate 
the income from Hilton. 


We would be glad to furnish any further information you may 


require. 
Yours very truly, 
Norman J. Brown 
Vice-President and Comptroller 
NJB/MM 
Attach. 


Copy to: Miss Dorothy F. Ballantine 
Clerk of the Standing Committee on 
Finance, Trade and Economic Affairs 
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THE STEEL COMPANY OF CANADA, LIMITED 
oS 
EFFECT OF MINING TAX INCENTIVES ON PROFITS - 1960-1969 
nea at ead ES eR SE ERS TSC SE ESI IE FR 
(Thousand $) 
Tax Provision 
Profit Effect 
Before Before of After Before 
Period Tax Incentives Incentives Incentives Incentives 
1960-65 $373,406 $175,442 $ 5,248 $170,194 47.0% 
1966-69 308 , 234 154,388 34,662 119,726 50.1% 
$681,640 $329 ,830 $39,910 $289,920 48 4% 
Note: Exempt periods of mines: 


Standing Senate Committee 


Hilton October 1, 1958-1961 
Wabush April 1, 1966-1969 
Griffith Not yet approved, but assumed 


to start in late 1969. 


After 
Incentive 


45.6% 


38.8% 


42.5% 
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APPENDIX 2 


September 15, 1970 


Mr. Roland B, Breton, 

Executive Secretary, 

Senate Committee on Banking, 
Trade and Commerce, 

The Senate, 

OTTAWA, Ontario. 


Dear Mr. Breton: 


Mr. Bell has asked me to supply you with the following 
supplementary information related to the CLC's brief on the Government 
White Paper entitled "Proposals for Tax Reform", to the Senate Committee 
on Banking, Trade and Commerce. 


The attached Table 1, extracted from the D.BeS. publication 
Employment and Average Weekly Wages and Salaries, Cat. No. 72-002, 
shows larger firm employment as a percentage of total estimated employ- 
ment by industry division for the year 1969, Larger firms covered in 
the D.B.S. survey are firms having 20 or more employees in any month 
of the year. 


The total employment statistics used for this table were 
estimated by D.B.eS. by adding together data from the employment and 
payrolls survey and data from a sample survey of smaller firms which 
are published montnly in Estimates of Employees by Province and Industry, 
Cat. Now 72-008, 


Table 2 attached shows average weekly wages and salaries, at 
annual. rates, by industry in Canada for the years 1968 and 1969, It 
should be noted that these are broad national averages and are gross 
payments before deductions are made for taxes, unemployment insurance, 
etc. Included are salaries, straight-time wages, overtime wages, cost 
of living allowances, etce 
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hows our calculations of sales taxes plus real 

h accounted for about 40 per cent of total tax 

s you will notice the sales taxes include federal 
les taxes as well aS provincial estimates 
il, amusements and admissions, etce 


Table 3s 
property taxes whic 
revenue in 1967. A 
and provincial general sa 
for taxes on motor fuel and fuel 9 


Our calculations were based on data published in D.BeS. 
publications 68-203 - Munici al Government Finance, 68-205 - Provincial 
Government Finance (Estimates), and 68-211 - Federal Government Finance. 


This month DeBeSe has ptblished Consolidated Government 
Finance 1967, Cat. No. 68-402. Table 4 attached, extracted from that 
publication, shows their final data on tax revenues for all levels of 
government for the year 1967. 


We trust this information will be of some assistance. 


Yours sincerely, 


(Miss ) Dawn Ventura 
Research Associate 
DV/j1 
Attas.e 
opeiu-225 
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Table 1 


Larger Firm Employment as a Percentage of Total Estimated Employment, by Industry Division, 
for Canada and Provinces, 1969 Annual Averages (1) 


Industry 


| 
Forestry eereceeoererereees eee aene 78.0 82.5 = CS Pits: aris Sons 85.0 UN. 3 ‘as | 75.9 70.8 
Mining, including milling 94.1 | 99.1 - | 98.7] 97.2] 96.7] 93.9 | 98.2 a 89.2) 8003 
| 
i i 
Manufacturing eescrccccesere 90.8 95.6 S78) 92.6 90c7 IB90.S |) I2eesn| ov) O30 | me &7.5 


4 Durable goods cecerccccoee 91.5 | 86.7 68.3 | 93.5 | 65ia3 | 9156) 9322 | 680 | (80.6 82228 eres 


Non-durable goods wecereee SOL | 97 32 91.5 | 91.5") 94.0 | 89.5 | 91.3,| 87.9 | 84.4) 65.4) 87.2 


Construction F.ecccccccccces 60.6 Te 52.7 | 63.5 | 54.1 | 60.4 | 60.6 | 68.4 a 63.0" os. 


Transportation, communi- 
cation and other 
BNI E TES) sieielets a\e:cle ce a eiele 6 89.7 92.8 7428 | 88.6 | Sle 90291 68.8945 |) S709 Conoco a6 


Trade cececccccccreccosvccces 61.0 | 60.4 43.5 NSS. 6a) 63.01 55.7 | 64.01 69.0] 56.3) 61.8 S006 


Finance, insurance and real 
ECE Mists aerate eietae.o cieein oie 90 80.6 91.3 76.0 | 83.6 | 84.5 | 78.6 | 83.6 | 84.7 T eOul eon OMUEne ate 


ESE ee ee 19.2 | 14:8 7.9 | 12.1] 10.5] 17.1] 21.3 | 22.2} 11.7] 21.7 | 21.6 


Incustrial composite .....-- GyAayR AL ae\ayrys) 37.4 | 50.5 | 54.0 | 58.5 | 60.9 | 59.5 | 43.2 5158 | O52 


(1) See notes for explanation. 
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Table 3 


All Levels of Government ~ Tax Revenue 


Fiscal Year Ended Nearest December 31, 1967 


$ Millions 
Pray inekeie 
Federal Municipal Total 
Taxes 
Income 
Corporation 1,821 605 25426 
Personal 3,650 1,465 Sebo 
On Certain Payments & Credits 
to Non-Residents Pata A = 221 
On Premiums of Insurance Co's - 57? 57) 
Other, on Corporations = ) ) 
Real, Personal Property & 
Special Assessments ~ 2,469 2,469 
Business 213 213 
Poll - 4 4 
Total Income 10,505 
Sales 
Generali 2,146 45 258 3,404 
Motor Fuel & Fuel Oil ~ 733 793 
Amusements & Admissions - 51 ot 8 
Tobacco ~ 78 78 
Other Commodities & Services - 52 52 
Total Sales 4,379 
Other Taxes™ 1,720 401 2,121 
Total Taxes 17,005 
Total Sales Taxes Plus 
Real Property .Taxes 6,848 
| Total Sales & Real Property Taxes cae 


as a % of Total Taxes 
Source: DeB.Se 


Be coyinekal Estimates 


®includes: Excise duties and special excise taxes, customs import duties, estate 
taxes and succession duties, hospital insurance premiums and other. 


DV/jl 
Sept. 1970 
opeiu-225 
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Table 4 


All Levels of Government - Tax Revenue 
roe I 


, 


Fiscal Year Ended Nearest December 3l, 1967 


Total 
Taxes 
Income 
Corporation 2 417 
Personal 5,112 
On Certain Payments & Credits 

to Non-Residents 220 
On Premiums of Insurance Co's 58 
Other, on Corporations 28 
Real, Personal Property & 

Special Assessments 2,466 
Business 213 
Poll 3 
Sub Total LO, 527 
Sales 
General 3,405 
Motor Fuel & Oil 7o3 
Alcoholic Beverages 1 
Amusements & Admissions 53 
Tobacco 76 
Other Commodities & Services 64 
Sub Total 4,392 
Other Taxes™ 2,090 

Total Taxes 16,998 
Total Sales Taxes Plus 

Real Property, Taxes 6,858 
Total Sales & Real Property Taxes 

as a % of Total Taxes 40.3 


Source: D.B.S, 68-202 Consolidated Government Finance 1967 
~onsotidated Government Finance 1967 


DV/jl 
Sept. 1970 
opeiu-225 
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APPENDIX 4 


JAMES RICHARDSON & SONS, LIMITED 


September 8, 1970. 


TO HONOURABLE MEMBERS OF THE SENATE OF CANADA 


Since the publication on November 7, 1969, of the Government 
of Canada White Paper, Proposals for Tax Reform, James Richardson & Sons, 
Limited has made formal submissions to the appropriate Senate of Canada and 
House of Commons Committees studying the White Paper. A copy of our Brief 
was sent to you several months ago. We have appreciated the opportunity 
which the procedure adopted by the Government of Canada afforded, and we 
hope that the broad approach taken in our Brief has been of assistance. 


In our discussion of the White Paper with the members of the 
Standing Senate Committee on Banking, Trade and Commerce we were im- 
pressed with the knowledge of the Committee and with the depth of questioning 
by the members of that Committee whose report, we believe, will be extremely 
valuable to the Government. 


Much of the debate that has developed around the Proposals has 
centered upon specific problems rather than on the basic concepts in the 
"core proposals", Our concern is that in the modification of these specific 
aspects, the "core proposals", being the structural concepts of the White 
Paper, may receive an unjustified acceptance. We have prepared a separate 
evaluation of these areas which we enclose. We are sending copies to the 
Prime Minister of Canada, Federal Minister of Finance, members of the House 
of Commons and to the Provincial Premiers and Ministers of Finance. 


ee: The enclosed evaluation is intended to advance the view that a 
é ul | viable distribution of the tax burden may be achieved without the 

aateya. of the Controversial core proposals. It is our belief that their 
edoption would cause irreparable damage to the economy. 


George T. Richard son, 
President. 


Encl, 
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AN EVALUATION OF THE CORE PROPOSALS 


OF THE 


GOVERNMENT OF CANADA WHITE PAPER 


“PROPOSALS FOR TAX REFORM" 


BY, 


JAMES RICHARDSON & SONS, LIMITED 
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AN EVALUATION OF THE CORE PROPOSALS 


The debate upon the White Paper, Proposals for Tax‘ Reform, 


is now reaching its closing and critical stage. The following 


has been prepared with respect to a group» of inter-related 


concepts in the White Paper on Tax Reform which we have termed 


the "core proposals". These are: 


* Gross-up and creditable tax 
* 50% corporate tax rate 
* Maximum 50% personal tax rate 
* Closely-held and widely-held companies 
* Inter-related capital gains proposals 
We believe these proposals are conceptually wrong, and if 
implemented would have serious implications. 


Gross-up and Creditable Tax 


The gross-up and creditable tax proposals are intended to 
result in all income and capital gains being taxed to the 
individual at his personal rate of tax with some variation in 
respect to income and capital gains from widely-held companies. 

This concept is not justified for the following reasons: 

1. It at once destroys different effective rates 

of corporate tax now in effect for valid reasons 
when dividends are paid to individuals (6.¢. Mining; 
Oil, public utilities, real estate, industries in 


designated areas, international). 
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2. Income earned by widely-held companies cannot 

be directly related to the individual shareholders. 

In fact, a substantial portion will never be paid 

in cash to the shareholders since earnings are the 
most important source of new capital and a substantial 
portion must be retained. 

The White Paper attempts to rectify this problem 
by forced distribution within 2 1/2 years either by 
cash or stock dividends. Cash dividends in all 
cases are not feasible and in fact are not desirable, 
and stock dividends create problems for the share- 
holder where there is no cash. Obviously a false 
premise has resulted in an illogical solution. 

3. The relationship of the individual shareholder 
to widely-held companies in which he does not exercise 
control is remote. Since this is the case, it 


immediately raises the question why his rate of tax 


should be related to the effective rate of corporate 


tax in respect to dividends received from that 
company. 

4. It destroys the incentive for Canadians to invest 
in companies where there is little or no creditable 
tax. It is difficult to understand such a proposal 


since it is one of the objectives of the White Paper 
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to provide incentives for Canadians to invest in 
Canadian equities, and it is companies with limited 
tax which are often the most dynamic. 
5. This concept inhibits tax relief for small 
business. 
There is some validity in relating the earnings of closely- 
held companies with their shareholders to minimize further tax 
on distribution, but this can be accomplished without adopting 
the gross-up and creditable tax proposals. To inter-relate 
gross-up and creditable tax philosophies with closely and widely- 
held company concepts becomes unworkable and results in gross 
injustices. The proposals also attempt an identification 
between the assets of the closely-held company and its share- 
holders and this also leads to consequences which are unworkable 
and unjust. 
290% Corporate Tax Rate 
The core proposals assume that the 50% corporate tax rate 
will be maintained forever. This is simply not practical. 
Provincial governments presently level rates of tax which bring 
the total tax level in some provinces to 53%. One major 


provincial concern is disparity in corporate tax rates between 


oe jurisdictions, and competition between provinces by 


varying rates of tax. ‘The 50% rate would only be maintained in 


Cana - , 
da: if foreign rates of corporate tax are comparable. 


Banking, Trade and Commerce 39: 29 


Effective corporation income tax rates in the United Kingdom, 
Japan and Germany are all below (and in some cases, substantially 
below) the 50% level. 

The United States presently has, for several years, had 
a serious balance of payments problem. If the United States 
decides to shift corporation tax to specific consumption taxes 
in order to assist its international competitive position a 
50% rate cannot be maintained in Canada. 

In any event, corporation tax rates abroad are subject to 
revision upwards or downwards periodically. 

Maximum 50% Personal Tax Rate 

The core proposals assume this rate to remain constant 
forever. Mr. Bryce, the then Deputy Minister, noted in his 
testimony to the Senate Standing Committee that "it is much more 
incumbent on Parliament to reach a judgment as to what is an 
economically tolerable top rate". 

If, as is indicated in the White Paper and the represent- 
ations made in its support, that the 50% is a maximum, one can 
wonder, with Senator Phillips, why it was thought necessary to 
star teuatethe. top? 

The fact is that the proposed maximum rate as adjusted for 
provincial oe is completely inconsistent with existing 
provincial rates and revenue requirements. The White Paper 


proposed to substitute an assumed provincial rate of 22% (of a 


39 : 30 


Standing Senate Committee 


larger base) for the present provincial abatement of 28%. The 
provincial rates in certain provinces exceed the abatement by 
as much as 35% to 40% so that the economic limits which the 
White Paper proponents suggest are violated at the outset. 

At the same time, the Federal Government advises the 
provincial governments that they must be prepared to levy their 
own taxes to support their revenue requirements. 

Thus, the government at once insists that the provinces 
use their own taxing powers to meet their needs, and propose a 
system of income taxation which according to its own advisors, 
will be fully stretched at rates which would effectively be 
lower than existing provincial rates. 

Such a scheme can hardly be prudent. 

Closely-held and Widely-held Companies 

The White Paper attempts to justify the distinctions 
between widely-held and closely~held companies on the basis of 
competition, that closely-held companies compete with proprietor- 
ships and partnerships and widely-held companies compete with 
each other and with internat ionally-owned enterprise. 

This justification has been admitted to be inadequate. 

While the closely-hela concept would ultimately involve a 
substantial tax Saving for shareholders of large closely-held 
companies (based upon the unlikely assumption that the overall 
Package would work), the means of achieving this condition 
involve a number of arbitrary consequences upon the disposition 


Of int 
Breese in closely-helgd companies and on the flow of 
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corporate income through closely-held and widely-held companies. 
The problems which would be created by the proposed treatment of 
closely-held companies cannot be readily appreciated from the 
White Paper, but the complexities of these problems should throw 
serious doubt on the validity of the concepts which give rise to 
them. 

Inter-related Capital Gains Proposals 

Really the argument is whether capital gains should be 
treated as income for income tax purposes or not. Carter said 
yes, White Paper says yes, but not quite. 

There is, in fact, a difference between capital and income. 
This is accepted in law and in accounting practice. There are 
also valid reasons to have a different rate of tax. 

Some aspects which distinguish capital transactions are 
their relative infrequency, size in relation to income flows, 
the optional nature of realizations, the fact that they arise 
from and, therefore, derive from a transfer of savings. In 
dealing with the question of a suitable method (if any) of 
taxing capital gains, these characteristics need to be taken 
into account, in order to recognize the broad social requirement 
to conserve capital and capital formation, in order to achieve 
relative equity between persons who enjoy capital gains through 
enhanced value or income flows on the one hand and by realization 
through sale on the other, and in order to avoid serious dis- 


tortions of economic decisions. 


39:31 


2 Standing Senate Commiitee 
39:3 


Despite the opinions of the authors of ‘the White Paper, 


‘t is extremely difficult to receive or enjoy income flows without 
ay 


actually receiving them for tax purposes. The situation is far 
different with respect to appreciation of capital assets. 

Furthermore, the quality and certainty of personal income, 
particularly that received for services, is very different from 
gains or losses on capital assets. 

The possibilities of losses in providing offsets against 
personal income seem to have escaped the draftsmen of the White 
Paper, particularly the fact that the recognition of losses or 
gains is a matter within the discretion of the taxpayer. Perhaps 
the outrageous proposal to tax unrealized gains on widely-held 
shares every five years was some recognition of this aspect. 

It did not recognize the problem with respect to other 
assets, however, where indefinite deferral of capital gains tax 
(at full income rates) can be accomplished, provided that the 
asset is not sold. In the meantime, the ultimate liability gets 
more and more indigestible, involving burdens (particularly 


when combined with estate tax) which are simply unacceptable. 


The consequences of the proposals in this area are drkktrary 


in the extreme. 


Conclusions 


We have concluded that taxation of net capital gains is a 


desirable complement to the rest of the income tax structure, 


but : : 
Fhat for economic reasons, equity reasons, and the need to 
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protect the revenue, it should be a uniform rate of tax not 
Significantly higher than 15%, that it should accrue upon 
realization or death and that it should be deducted (as a 
liability) from the value of an estate. Capital gains and 
losses should certainly not simply be aggregated with other 
income for tax purposes. 

The rate of tax on capital gains should bear some relation 
to tax on undistributed income of corporations, presently about 
15% or 16 2/3%, and additionally to the effective tax rate upon 
dividend distribution. Such an approach would permit all 
companies to be treated the same and avoid the complex and 
discriminatory system of gross-up and creditable tax, and 
closely-held and widely-held companies. 

This kind of approach would require that maximum personal 
tax rates exceed the corporate rate by at least 7 1/2%, in order 
to avoid complicated tax avoidance schemes based upon the form or 
organization of the enterprise. Since we cannot foresee that a 
maximum 50% personal rate is practical, either immediately or in 
the future, this feature is a good deal more realistic than the 
White Paper proposal. 

There is, of course, no equivalence between undistributed 
income of a corporation and capital gains on the shares of the 
corporation, still less with capital gains on assets. The 


items can, however, be brought together for practical purposes 


'622—3 
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if assets are held through a corporate medium, and the 


corporation has both undistributed income and unrealized gains 


on assets. We suggest that the foregoing is a realistic method 


of recognizing the special aspects of capital transactions and 


taxation of undistributed income. 
We believe that the foregoing would make significant 
progress towards tax reform, provide continuity with our existing 


tax structure and avoid the complexities and rigidities of the 


core proposals. 


September 2, 1970 
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APPENDIX 5 


ALCAN ALUMINIUM LIMITED 


Supplemental Brief on Tax Reform 


Suggestion for incorporating Flow-through of 
foreign withholding tax in the existing 20% 


dividend tax-credit system. 


The Flow-through - a necessity for multi-national corporations in Canada 


Multi-national companies need an environment for home base which minimizes 

the risk of double-taxation of income flows and imposes minimum tax restraints 
on foreign corporate reorganizations. Canada has historically had good tax 
law in this regard, except for a poor posture on withholding taxes. There is 
hope that the capital gains and foreign dividend exemption-by-treaty proposals 
can be modified to minimize the damage to multi-national corporate needs. The 
last point, the withholding tax position, is greatly improved for mlti- 
national companies by the novel and persuasive proposals for a foreign with- 
holding tax flow-through. 


Since repeal of Section 2, Article XI of the U.S,A,/Canada tax convention in 
1961, Canada's international tax policy has been to secure a mitual arrangement 
whereby each country imposes a 15% tax on dividends in addition to local 
corporation taxes. Reduced withholding rates are not extended to dividends 
paid by a direct investment (i.e. by a subsidiary to a foreign parent owning 
10% or more of the stock). Most developed countries, however, negotiate 
special preferential rates of withholding tax on dividends for the parent- 
subsidiary relationship. 


Canada may not wish to change this treaty posture on dividends in view of the 
degree of foreign ownership in the economy at present, and by imposing a further 
15% Canadian W/H on redistribution of these amounts a material level of triple 
tax on foreign income results (i.e. the local corporation tax, the local with- 
holding tax and a further Canadian withholding tax in the case of non-resident 
shareholders, Canadian income tax in the case of resident shareholders). 


This is a long term factor working against the success of multi-national 
corporations based in Canada since their foreign source earnings will bear a 
materially heavier tax charge than similar earnings of their foreign competitors. 


The White Paper proposed a method around this problem in the flow-through of 
non-resident tax. Basically, the flow-through treats the foreign withholding 
tax as the prior and appropriate tax on ultimate shareholder interest, and 
waives additional Canadian tax on this income 4s it flows through a Canadian 
parent company unless the foreign withholding is less than 15%. 


The proposition is sound in that it recognizes the prior right of tis ace 
country to tax and treats the Canadian parent as an intermediary for this purpose. 


Essentially, the Canadian Treasury would be foregoing only Canadian non-resident 
tax on foreign source income passing through Canada where the apd chert 
of source has pre-empted the field by imposing a W/H tax first. r pee e 
considered a first-rate policy for resolving some of the problems in taxing 
international income. 


0 


126223} 
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velled at the White Paper proposal for integration of shareholder 
her grounds creates concern for salvaging the flow- 

t ig worth saving. Therefore, we wish to suggest 

can be adapted to the existing tax credit 


The criticism le 
and corporation tax on ot 
through concept because i 
arrangements whereby flow-through 


system. 


Distributions to Non-Residents 
The operation of a flow-through of foreign withholding taxes in respect of 

distributions to non-residents would appear to be the same under both integrated 
and non-integrated corporation tax systems. That is, the system set out in the 
White Paper should be workable vis a vis non-residents under the present Income 


Tax Act. 


Essentially, Canada would impose a 15% withholding tax (10% in certain cases) 

on dividends paid to non-residents. This tax would be imposed and collected 

by the payor as agent in the normal course of things as at present. However, 

a separate provision in the Act would permit the paying company to retain such 
amount of Canadian non-resident tax as is allowed by regulation in respect of 
foreign withholding taxes paid on account of foreign dividends and branch profits 
deemed distributed in the dividend. 


The key thing in this area is to devise a flow-through that permits the foreign 
shareholder to obtain a credit against hts tax. This can and should be assured 
by tax treaty, but in the absence of a treaty provision ultimate credit is 

best assured by imposing a Canadian tax on the foreign income content and 

then separately forgiving the tax in favor of the Canadian corporation to make 
its earnings free of the double-tax effect. By this means the foreign country 
is asked to give credit for a Canadian W/H - not that of a third country. 


Distributions to Residents 


Under integration, flow-through works naturally in the case of resident share- 
holders because the only tax credit allowed on foreign source income would be 
the withholding tax credit. In effect, the Canadian parent is functioning much 
as an intermediary in regard to the flow of foreign income. 


In the present system, tax credits are allowed at a fixed rate regardless of 

the source of income and the amounts of tax paid on the earnings. Flow-through 
would operate under this type of system by permitting the payor company to 
deduct a withholding tax from dividends paid to residents at a rate allowed 

ey regulation (the same rate as would be prescribed under B above for recoupment 
of non-resident tax). Shareholders would include the gross dividend in taxable 
se te ans bes claim ee a tax-credit the uniform amount premitted (say 20% or 
at ividends). The tax credit would then in fact be an amalgam of 

reign tax flow through and deemed Canadian corporation tax paid. 


You will note that under our 


B reduced oiclte suggestion the Canadian resident shareholder has . 


EAR nS Lee di a flow-through because the withholding is made, but 

onan ase oie e equation. With respect to the reduced yield, 

eradt tsa care Pp oe ae of the White Paper criticizes the existing tax 

errs ere covers foreign and other incomes which have not 

the wittholains +a, But more importantly, since the paying corporation retains 
& tax, it could increase the dividend by that amount if it so 
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wished. The vital consideration is that foreign withholding tax would not 


be a charge on company earnings, but would be an anticipatory charge on 
shareholders. This will facilitate improved earnings prospects for Canadian 


multi-national companies and offset the impact of Canadian tax-treaty policy 
in this area, 


Standing Senate Committee 
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ALCAN ALUMINIUM LIMITED 
S 
COMPARISONS OF ACTUAL INCOME TAXES PAID BY PARLE ALCAN EMPLOYEE 
IN MONTREAL AND CLEVELAND FOR_1969_* 
r 
CANADIAN RESIDENT EMPLOYEES U,S,A, RESIDENT EMPLOYEES 
Salar $10,425 Salary ee 
a 
ee tax on salary Canada $1,323 Income tax on salary : | 
Quebec 872 ZA) 
2308 Personal exemptions 


Personal exemptions 
Cost of home 


Mortgage outstanding - 
City taxes deducted in 1969 100 


i 
4 
$600 
; 
? 
p 


Salary $12 ,300 Salary $11,400 
Income tax on salary Canada 1,008 Income tax on salary 1,200 : 
Quebec 780 1,788 J 

Personal exemptions 3.7 00 Personal exemptions (5) 3,000 
Cost of home 18 ,000 ; 
Mortgage outstanding 15 ,000 Mortgage outstanding 15 ,000 
Interest paid on mortgage in 1969 1,008 Mortgage interest deducted 

in 1969 1,000 ' 
Municipal & school taxes 470 City & home taxes deducted 

in 1969 360 


Salary $14,205 Salary $14 ,500 
Income tax on salary Canada 1,842 Income tax on salary 1,099 
Quebec 1h oi3)7/ Seo 
Personal exemptions 2,300 Personal exemptions (11) 6 ,600 
Cost of home 34 ,000 
Mortgage outstanding 25,000 Mortgage outstanding 6,905 
Interest paid on mortgage in 1969 2,375 Mortgage interest deducted 
in 1969 428 - 
Municipal & school taxes 806 City & home taxes deducted } 
in 1969 561 
Ea 
Salary $15 ,000 Salary $14 ,520 
Income tax on salary Canada 1,723 Income tax on salary 2 ,093 
Quebec 1,443 3,166 
Personal exemptions 2,850 Personal exemptions (4) 2,400 
Cost of home 20,000 Cost of home 5 
Mortgage outstanding 12 ,600 
Interest paid on mortgage in 1969 820 
Municipal & school taxes 520 


Sala 
ei) pa $16,200 Salary $16,500 
salary Canada 2 ,326 Income tax paid on salary 2,139 
Personal exempti MERGE | 232 med 
€ ions 
Desk af haan oan Personal exemptions (4) 2 ,400 
Mort 2 
eee eee ; 21,068 Mortgage outstanding 17 ,000 
P on mortgage p 1969 ikasy hit Mortgage interest deducted f 
Municipal & school taxes 8389 pa 1202 1,142 h 
City & home taxed deducted ‘ 
— ees in 1969 468 ' 
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Comparison of Actual Income Taxes Paid by Particular Alcan Employees 
in Montreal and Cleveland for 1969 
Salary $18 ,985 Salary $19 ,000 
Income tax on salary Canada $2,724 Income tax paid on salary 34197 
Quebec 72 siete 5,108 
ava aaa ot aes Personal exemptions (5) $3,000 
Mortgage outstanding 3,290 Mortgage outstanding 20,900 
Interest paid on mortgage in 199 263 Mortgage interest deducted 
in 1969 PS si7/S: 
Municipal & school taxes 947 City & home taxes deducted 
in 1969 978 
Salary $20,465 Salary $20,500 
Income tax on salary Canada $2,832 Income tax paid on salary Syd She) 
Quebec 2,636 5 ,468 
Personal exemptions 2,600 Personal exemptions (4) $2 ,400 
Cost of home S00 
Mortgage outstanding 24 ,500 Mortgage outstanding 37 ,000 
Interest paid on mortgage in 9@ = Mortgage interest deducted 
in 1969 Oz 
Municipal & school taxes in 1969 - City & home taxes deducted 
in 1969 ib AS 
AT a tee So 2 a Se a eS 2 Se ee ee ee ns ee, | | ee eee 
Salary S225 0 Salary $23 ,500 
Income tax on salary Canada $2,948 Income tax paid on salary 3,744 
Quebec 2,956 5,904 
Personal exemptions BeZ00 Personal exemptions C3) 1,800 
Cost of home 34 ,500 
Mortgage outstanding 24 ,012 Mortgage outstanding 9 ,000 
Interest paid on mortgage in 199 1,721 Mortgage interest deducted 
in 1969 486 
Municipal & school taxes ys) City & home taxes deducted 
in 1969 857 


0 a ae ee ese 


_ Municipal & school taxes 


Salary 

Income tax on salary Canada $6,094 
Quebec 5,744 

Personal exemptions Pe tSYNO) 

Cost of home 65 ,500 

Mortgage outstanding 14,000 


Interest paid on mortgage in 199@ 1,246 


1,864 


$34 ,500 


11,838 


Salary 

Income tax paid on salary 

Personal exemptions @) Si5200 
Mortgage outstanding 36 ,000 
Mortgage interest deducted 

in, 1969 A Sail 
City & home taxes deducted 

in 1969 (6 months) 747 


$27 ,000 
5 ,940 


ee ne ee 


income, sales taxes. 


Canadian tax is Federal and Quebec Income tax. 


allowance payments are not reflected. 


_* U.S.A, tax is Federal Income Tax only and excludes social security tax and state and local 


Quebec Pension Plan, sales tax, and family 
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BETHLEHEM COPPER CORPORATION .LiD 


May llth, 1970. 


Senator The Hon, L.O. Phillips, 
The Senate, 

Government of Canada, 
Parliament Buildings, 

Ottawa, Ontario. 


Dear Senator: 


Following our conversation in Ottawa on April 29th, 
I telephoned Mr. John Bonus, Managing Director of The Mining 
Association of Canada in Toronto and told him of the Senate 
Committee's needs for acceptable alternatives to the proposals 
contained in the White Paper as they relate to taxation of a 
mining company. We followed up the telephone call by a letter 
after our return to Vancouver, Messrs. Steeves, Thiessen, Bruk 
and I also exchanged ideas and we believe that an acceptable 
solution is outlined hereunder; 


Three-Year Tax-Free Period 
The three-year tax-free period provided for by the 


Income Tax Act is the incentive primarily responsible for the 
outstanding growth of Canada's mining industry. Nations with 


EE ———<—— Oe 


Ss. ——— 


| at 


whom we compete for mining capital recognize that the risks involved 
in mineral exploration are so substantial that money for exploration 
will not be forthcoming unless lucrative incentives are given. The 
economic and political stability of Canada, added to the tax 
incentive package, has attracted investment capital even though 
incentives offered by some other countries are more attractive. 
Because the tax-free period rewards only successful operations, 

it is less costly than incentive plans such as direct Government 
subsidies. The three-year tax-free period provides for recovery 

of risk money before taxes are payable and the depletion allowance 


guarantees that the rate of tax paid at the expiration of the tax- 
free period ig reasonable, 


a 
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The quick write-off of mine assets as proposed by the 
White Paper is merely a postponement of tax and not a substitution 
for the incentive provided by the tax-free period. 


It is our opinion that the three-year tax-free period 
should be retained and that an announcement to that effect 
should be made by the Government at an early date to reassure 
investors who, because of the uncertainties created by the 
White Paper, are now reluctant to invest in mineral exploration. 


Depletion Allowances 


Of prime importance in the consideration of depletion 
allowances is acknowledgment of the basic premise that the 
taxation burden on Canadian mining companies should not exceed 
50%, the rate paid by other Canadian industries. Because of 
Provincial mining taxes, the White Paper proposals, if implemented, 
will produce an effective tax burden on Canadian mining companies 
in excess of 50%. One method of ensuring that the total does 
not exceed 50% would be to allow Provincial mining taxes as an 
offset against Income Tax. Another solution would be to continue 
percentage depletion at a lesser fixed amount, say 20%, and allow 
mining taxes and royalties to be fully deductible expenses when 
calculating Federal taxable income. 


Exploration 


If, as ig the stated intention of the White Paper, 

an incentive is to be offered for mining exploration, some form 
of additional depletion must be allowed so as to reduce the tax 
burden below 50%. The concept of "earned" depletion proposed in 
the White Paper would accomplish this end. However, the basis 
on which depletion is earned should he broadened to include all 
exploration and development aud the costs of all assets acquired 
to exploit a new mine, including items such as townsites, roads, 
railways and others. 
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Conclusion 


It is important that our tax system recognize the 


unique risk nature of the industry and that it assures its 


continuing growth. The plan we recommend would accomplish 


the desirable objectives: 


(1) incentive through the continuation of the 
three-year tax~free period; 


(2) through the depletion allowance ensure that 
the total tax liability of a mining company 
never exceeds that of other Canadian business; 


(3) through the earned depletion concept encourage 
continued exploration. 


We hope that we have complied with your wishes in 
our endeavor to make a constructive proposal, 


Enclosed is a copy of the material which has been 
forwarded to Mr. R. Breton, showing how we arrived at the 
conclusion that our Company is taxed higher in Canada than 
we would be if our mine were located in Australia, Colorado 
or Nevada, even at the present time and more so under the 


White Paper proposals. 
Yours very truly, 


BETHLEHEM COPPER CORPORATION LTD. 


PMR/ jm 
Encls. 
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APPENDIX 7 


CAISSES POPULAIRE 


— ee 


—_—e_ =. = * 


STATISTICAL ANNEX 
ILLUSTRATING THE INCIDENCE OF INCOME TAX 


ON THE OPERATING SURPLUS OF THE CAISSES POPULAIRES 


1. Statement of assets and liabilities of the Caisses populaires 
as of December 3lst, 1968. 


ho 


Revenue, expenditures and operating surplus of the Caisses po- 
pulaires, fiscal year 1969. 


3. Estimate of taxation on operating surplus of the Caisses popu- 
laires 


I As per the actual taxation system 
Il As per the White Paper proposals for tax reform * 
A- Considered as cooperatives 


- Without integration 
- With integration 


B- Considered as ordinary closely-held corporations 
III As per the proposals in our brief” 


4. Importance of reserves for the Caisses populaires 


Importance of reserves in chartered banks 


* 


In these estimates we did not account f 


or the incidence of deductions for doubtful debt 
reserves and market liquidite reserves 


allowed for by the White Paper, 


Fédération de 


Québec des Unions régi : F 7 
June 12, 1970 gionales des Caisses populaires Desjardins 


Banking, Trade and Commerce 39: 45 


STATEMENT OF ASSETS AND LIABILITIES OF THE CAISSES POPULAIRES 


AFFILIATED WITH LA FEDERATION DE QUEBEC DES UNIONS REGIONALES 


DES CAISSES POPULAIRES DESJARDINS 


As of December 3lst, 2968 


ASSETS: . Millions of dollars 
Cash and demand deposits $ 296 
Investments 381 
Loans: Cash loans 342 
Mortgage loans 599 941 

Land and buildings ag 
Equipment and furniture 14 7.3 
Other assets 2 
Total assets: $ 15693 

TAB Tie Tes) 

Share capital $ 193 
Members'deposits Loo? 
Loans payable 4 
Accounts payable 1 
Undivided earnings 20 
Reserves 76 


TOTAL: $ 1,693. 
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STATEMENT OF REVENUE AND EXPENDITURES OF THE CAISSES POPULATRES 
STATEMENT OF REVENUE AND EXPENDITURES OF —— EEE 


AFFILIATED WITH LA FEDERATION DE QUEBEC DES UNIONS REGIONALES 
AFFILIATED WITH LA teers Q 


DES CAISSES POPULAIRES DESJARDINS 


Fiscal year 1969 


Millions of dollars 


Interest on loans $ 72.0 
Income from investments 2302 
Income from investments in centrals vey 
Service charges and miscellaneous 6.9 
Total revenue: $ 111.6 
EXPENSES: 
Interest on deposits $ 41.6 
Interest on loans payable 0.3 
Actual losses on loans La Fes 
Depreciation (real estate, 
furniture and equipment) Shall 
Administration expenses a 5ied. 
Total expenses $ 90.4 
Operating surplus $ Zhe 
DISTRIBUTION OF OPERATING SURPLUS 
RRA OF OPERATING SURPLUS 
Paid to reserves $ Td 
Dividends on capital stock 10.5 
Added interest on Savings 0.5 
Patronage refund on loans 0.5 


Total operating surplus $ Die2 
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ESTIMATE OF TAXATION ON OPERATING SURPLUS OF THE CAISSES 
POPULAIRES AFFILIATED WITH LA FEDERATION DE QUEBEC DES UNIONS 


REGIONALES DES CAISSES POPULAIRES DESJARDINS 


Fiscal year 1969 


I As per the actual taxation system 


- Income tax paid by the Caisses populaires Nil 
By virtue of section 62, paragraph k, chapter 158, 
revised statutes of Canada 1952, the Caisses popu- 
laires are practically income tax exempted 


- Income tax paid by members 


Federal income tax $ 11.0 millions @ 7.142% (note 1) 
Provincial income tax $ 11.0 millions @ 6.52 


tf A 
(SIM=) 
~ 00 
sos 


$ 1.5 M 


TOTAL INCOME TAX age MBS 9 I 


II As per the White Paper proposals for tax reform 
A- The Caisses populaires are considered as cooperatives. 


1. Not benefiting of integration 


Income tax paid by the Caisses populaires 
Operating surplus $ 21.2 M 
Less dividends (note 2) SLO yoo 


Taxable amount $ 10.7M @ 50%Z $5.4 M 


Income tax paid by members 
10.5 M @ 13.64% $1.4 M 


TOTAL INCOME TAX $ 6.8 M 
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' 
As per the White Paper pro osals for tax reform (cont'd) 
As per the White Paper propoSs.;-——___——— 
2- Benefiting of integration 


Income tax paid by. the Caisses populaires 


Operating surplus Leg ea 
Less dividends (note 2) LO.5. M 


$ 10.7 M @ 502% 


Taxable amount 


- Income tax paid by members 


Paid dividends Sil sas ly 
Plus taxable credit 5.4 M 
Taxable income $ 15.9 M @c13 56427 1 2.2m 
Less taxable credit a5 Geil 
Total income tax 
B. The Caisses populaires are considered as 
ordinary closely-held corporations. 
~ Income tax paid by the Caisses populaires 
Operating surplus $ 21.2 M @ 50Z 
- Income tax paid by members 
Dividends to be paid $ 10.6 M 
Plus taxable credit $ 10.6 M 
Taxable income S 21.2 M @ 13.642 3.2.90" 
Less taxable credit 10.6 M 


Total income tax (note 3) 


As per the proposals jointly presented by the 
Co-operative Union - C.C.C. and by the three 


credit and savings federations of Québec in 
their briefs, 


Income tax paid by the Caisses populaires 
Operating surplus & 22 


M 
Less capital stock dividends = “EOL M 
Less added interest on savings - Des M 
Less patronage refunds on loans oo Oe ou Mi 
Taxable amount $ 9.7 M @ 13.642 


Income tax paid by members 
Capital stock dividends $ 10 
Added interest on Savings $ 0 


Total income tax (note 4) $ 11.0 M @ 13.64% 


$5.4 M 


S es 


$2.2 °M 


$10.6 M 


se. 1M 


$ 2.9 M 


cig a 


$1.5 M 
$ 2.8 M 
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Note-1. The 1969 edition of “Fiscal Statistics" indicates (p.15) that on 
a total income of 9225 millions of dollars the citizens of Quebec 
paid $ 658.8 millions federal income tax and old age security taxes, 
namely a rate of 7.14%. We estimate at 6.5% of their total income 
the additionnal income tax paid to the Province of Quebec. In this 
study we shall use these two rates (7.14%+ 6.5% =13.64Z) notwith- 
standing the fact that they refer to the fiscal year 1967. They 
are the last figures available. 


Note 2. The White Paper proposes that the Caisses populaires yield a rate 
of return of 83% (Farm improvement Act) on the capital employed. 


This proposition is unacceptable for it would force the Caisses 
populaires to yield a return on their capital, by far superior to 
the rate of the market for a similar form of savings, that is re- 
deemable on demand. 


The return on the capital must be determined by the financial mar- 
ket and by the paying possibilities of the organization. In this 
respect, we consider quite equitable the dividends paid by the Cais- 
ses populaires in 1969. 


Note 3. Even though this hypothesis is very useful to compare us to the 
private enterprise, the Caisses populaires would refuse to work 
hypothetically so, for: 


1. They would have to fill 2,400,000 T-5 and TP-5 forms having 
an average value of $ 8.80 of which $ 4.40 in dividends and 
$ 4.40 in income tax paid. 


2. They could not pay anything to their reserves, the amount 
paid in dividends being redeemable on demand. 


In this hypothesis the Caisses populaires would gain to 
operate at cost price and to avoid any operating surplus in 
order not to bear the processing cost fo 2,400,000 T-5 and 
TP-5 forms. This would be a dangerous administration prac- 
tice, liable to bring upon losses and even bankruptcy. 


Furthermore, if the Caisses populaires cannot continue to 
develop their reserves in proportion with their assets, 
they are doomed to disappear sooner or later. 


Note 4. This hypothesis brings 2.8 millions income tax instead of the 2.9 
millions brought in hypothesis 11 B because we submit that the pa- 
tronage refunds on loans should not be taxable in the hands of the 
members when the interest paid by them was not income tax deductible. 
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IMPORTANCE OF RESERVES FOR THE CAISSES POPULAIRES 
en Op Nei s ee  e 
In our brief (pages 7 and 8), we have underlined the necessity for the 
Caisses populaires to set up important reserve funds. The amount paid 
to the reserves in these different hypothesis would result as follows: 
Amound paid 
to the reserves 
I Actual situation oS Ge 7 
II As per the White Paper 
A. Treated as co-operatives 
1. Without integration S $5 7a MM 
2. With integration S 5.35 M 
B. Treated as ordinary closely-held 
corporation 0 
III As per the proposals in our Briefs $ 8.4 M 
IMPORTANCE OF THE RESERVES OF THE 
CAISSES POPULAIRES AFFILIATED WITH THE FEDERATION 
DE QUEBEC DES UNIONS REGIONALES DES CAISSES POPULAIRES 
DESJARDINS IN PERCENTAGE OF THE ASSETS 
. Poa has __ Assets Reserves Reserves in % 
er 3st; Millions of dollars Millions of dollars of the assets 
1960 
$ 688 $i ¢31 4.492% 
1965 
beae! 55 4.592% 
1966 
A922 62 4.56% 
1967 
; loons 68 4.38% 
968 
LyOue 76 4.47% 
1969 Ey ee 


“as 85 4. 60% 
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IMPORTANCE OF RESERVES IN CHARTERED BANKS 


AS OF DECEMBER 3lst, 1969 


Through che information taken from the Bank of Canada Statistical Sum- 
mary and the Canada Gazette we may establish the following figures con- 
cerning the Canadian Chartered Banks 


Reserves (rest account) =! $ 1,189 Millions 


Accumulated Appropriations 
for losses 399 


TOTAL RESERVES $ 1,784 Millions 


Total Canadian and Net 
Foreign Assets $30,948 Millions 


Total Reserves in Z% of the assets 5.762 


We know furthermore that the chartered banks: 


1. Have specific provisions for losses not showing in the Accumulated 
Appropriations for losses put into their balance sheet; 


2. Record the value of their investments at the least of their amortized 
value or of their market value. 


In the Caisses populaires, investments are usually recorded at book value. 
Furthermore, the Caisses populaires scarcely use the technique of the spe- 
cific reserves for losses on loans and have not set up any reserves for 
losses on loans as provided by income tax. 


This comparison clearly establishes 
1. That the general reserves of the Caisses populaires are not exaggerated 
and that the general reserves must continue to be developed. The 


White Paper does not preseribe anything in this respect; 


2. That the Caisses populaires will have to create, out of their future 
revenue, reserves for losses. 
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APPENDIX 8 


Smitu, ANGLIN. LAING. WELDON & COURTOIS 


ADVOCATES, BARRISTERS & SOLICITORS 


May 29, 1970. 


Roland Breton, Esq., 
Executive Secretary, 

Senate Committee on Banking, 
Trade and Commerce, 
Parliament of Canada, 
Ottawa, Ontario. 


Re: Brief by the Canadian Art Museum 
Directors Organization 
Our file 181-B-56 


Dear Sir: 


Further to the request made of us at the hearing 
on May 13th, 1970, before your Committee,of the Brief on 
the White Paper proposals for tax reform by the Canadian 
Art Museum Directors Organization, we take pleasure in 
forwarding herewith twenty copies of a summary of the re- 
quests for tax reform contained in this Brief. 


I wish to inform the Committee that at its annual 
mceeras held in Charlottetown, P.E.I. on May 28th, 1970, 
ee iol gp tale kee Association passed a resolution giving 
s full support to the Brief which we presented to your 


Committee on behalf of ‘ 
: the Canadian ‘ 
Organization. Art Museum Directors 


We also enclose, in i 
; ; answer to the Committee's re- 
quest voiced by Senator Phillips, the following documents 


explaini i 
eC gee een eranlt United States legislation relating to 
eductibility of gifts to museums: 
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Ti; a copy of the United States Tax Reform Act of 
1969, identified as Public Law 91-172. We par- 
ticularly draw the Committee's attention to 
Section 201 (a) and (g) adding Internal Revenue 
Code section 170 (b)(1)(D) and (e); 


2% a book entitled "Explanation of Tax Reform Act of 
1969" published by the Commerce Clearing House Inc. 
We particularly draw the Committee"'s attention to 
paragraphs 1276 and 1277 thereof; 


Se a xerox copy of a publication by American City 
Bureau/Beaver Associates, 645 North Michigan Ave. 
Chicago, entitled 'The Tax Reform Act of 1969 
and Charitable Contributions" which we obtained 
from the American Museum Association. We parti- 
cularly draw the Committee's attention to Part I, 
paragraphs 1, 2 and 3; 


4. a copy of a Release from the American Museum Asso- 
ciation summarizing the new legislation relating 
to gifts to museums. A copy of this Release was 
left with the Chairman of your Committee at the 
hearing. 


Our understanding of the recent United States legis- 

lation is that there is no taxation of capital gains on 

gifts of works of art to qualified museums and that these 
gifts are deductible at their fair market value from the 
donor's income to the extent of 30% of his adjusted gross 
income with a five-year carry over option up to the same 
limit. The deductibility of cash contributions is subject 
to a maximum of 50% of the donor's adjusted gross income. 


I take this opportunity of thanking the Committee 
on behalf of CAMDO for the excellent hearing we received 
and the interest which the Committee showed in the problems 
facing mM museums. 


Yours respectfully, 


Charles Gonthier 
CDG: jz2g 
Encs. 
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The Tax Reform Act of 1969 includes a number of provisions affecting charitable con- 


tributions. As with any new law, some of these provisions are unclear and are still to be 
riputl , , 


“interpreted.'’ However, the following outlines the major provisions of the Act concerning 


gifts to churches, schools, hospitals and other ‘publicly supported"’ agencies. The new laws 


regarding contributions to these “‘nublic charities’’ sometimes differ from those governing 


“‘orivate foundations’ and “other charities.'’ In practice, therefore, donors should obtain 


the advice of an attorney or tax consultant experienced in these matters to determine the 


exact tax ramifications of their gift. 


PART |. GIFTS OF MONEY AND. APPRECIATED PROPERTY 

1. Cash Contributions. The Tax Reform Act increases the 30% deduction ceiling to a 
maximum of 50% of an individual's adjusted gross income for gifts of money, effective 
-January 1, 1970. The five year carryover continues to be available for “excess’’ 50% gifts; 
however, the unlimited charitable deduction has been eliminated by a gradual program 
during the period from 1970 through 1974. In 1970, the unlimited deduction cannot reduce 
a donor's income after other itemized deductions to less than 20 % of his adjusted gross 
income. This percentage increases ratably (6% a year) between 1970 and 1974 to 50% 


of adjusted gross income by 1975. 
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2. “Ordinary Income Property’’ Contributions. Examples of ‘‘ordinary income property” 
are: inventory, Code Sec. 306 stock (stock acquired in a nontaxable transaction which is 
treated as ordinary income when sold), works of art, books, letters and memoranda, 
given by the person who prepared them. Under the prior law, the allowable deduction was 
determined by the fair market value of the property. Effective January 1, 1970, a taxpayer's 
allowable deduction is limited to a cost basis of the property donated. An individual’s de- 


duction ceiling for gifts of ordinary income is 50% of his adjusted gross income. 


3. Personal Property Contributions. Tangible personal property contributions usually in- 
clude the giving of such items as antiques, books and works of art. If the item has been 
held by the donor for less than six months, the tax deduction is limited to the property's 
cost value. However, if the property has been held by the donor for more than six months 
and if the use of the property is related to the recipient institution’s function, then the tax 
deduction allowed is equal to the full present fair market value of the property. An exam- 
ple of a contribution meeting the ‘‘related”’ requirement would be the gift of a painting to 
an art museum. If the property has been held by the donor for more than six months but 
the gift is unrelated to the donee’s exempt function, the donor can only deduct an amount 
equal to the cost of the property plus one-half the appreciation. This law is effective 


January 2, 2970: 
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4. Real Estate. If the real estate has been held by the donor less than six months, the tax. 
deduction is limited to the property's cost. If the real estate has been held for more than 
six months by the donor, the fair market value of the property is allowed for the tax deduc- 


tion. Therefore, there is no capital gains tax on the appreciation. For gifts of long-term 


appreciated real estate the deduction ceiling remains at 30% of adjusted gross income 


unless the donor elects to take the unrealized appreciation into account for tax purposes; 


then the ceiling is 50%. 


5. Securities. For securities held by the donor less than six months the tax deduction is 
limited to the cost value of the sécurities. This is effective as of January 1, 1970. If the 
securities have been held by the donor for longer than six months the donor is still allowed 


a tax deduction equal to the full market value of the securities. Similarly to real estate, 
gifts of long-term appreciated securities retain a ceiling on deductibility of 30% gross in- 


come unless the donor elects to take the unrealized appreciation in value into account for 


tax purposes; then the ceiling is 50%. 


When a donor sells property to a charitable organization at a price less than its fair 
market value, this is usually termed a bargain sale. Under the new law, the cost (basis) of 
the property must be allocated between the portion of the property ‘‘sold’’ and the portion 


“given"’ to charity, based on the fair market value of each portion. For example, if an 
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individual (or corporation) sold to an exempt organization securities for $10,000 which had 
a fair market value of $20,000, he would declare a gain of $5,000 on the sale of a capital 
asset and would take a $10,000 charitable contributions deduction. This law affects bargain 


sales made after December 19, 1969. 


PART Il. CHARITABLE REMAINDER TRUSTS 


1. The Annuity Trust and the Unitrust. Charitable remainder trusts are created when a 
donor pays a charitable organization a given sum (in the form of cash, securities, or other 
property) and in turn the organization pays a specified annual income to the donor for life. 
Upon the death of the donor, or at the end of a specified number of years, the remaining 
portion of the trust is turned over to the institution. This basic plan can be modified in 
many ways to suit the needs of the donor, including provision for the income to be pro- 


vided for specific heirs before the trust is turned over to the institution. 


The Tax Reform Act of 1969 limits the availability of income, estate and gift tax 


deductions to two types of trusts—the annuity trust and the unitrust. 


The Annuity Remainder Trust specifies in dollar terms the amount of the annuity 
which is to be paid annually to the recipient of the income. The specified annual income 


must be at least five percent of the initial net fair market value of the transferred property. 
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The Unitrust Remainder Trust specifies that the income to be received by the donor 
e 

( y person designated by the donor to receive it) is to be based on a fixed percentage 
or an S fo) 


f the net fair value of the trust's assets as determined each year. As an alternative, a 
Oo 


qualified charitable remainder unitrust can provide that if trust income for the year is in- 


sufficient that only the trust income need be paid out, and the deficiency picked up in 


subsequent years. 


Charitable contribution deductions are denied for gifts of remainder interest in all 
other types of trusts, except if the grantor gives all the interests in a trust to charity. No 
charitable contribution deductions are allowed for the unitrust or annuity trust where the 
assets transferred to the trust do not have an ascertainable market value (e.g., real estate, 
closely-held corporate stock) unless an independent trustee is the sole party responsible 


for making the annual determination of value. 


A charitable deduction for the gift of the unitrust or annuity trust is allowed when the 
trust is created. The income received by the donor from the trust is taxed. Under both 
the unitrust and the annuity trust the amount paid to the income beneficiary retains the 
character it had in the trust (that is, ordinary income, capital gain, other income, or distri- 
bution of principal) and, therefore, is taxed accordingly. For purposes of the income and 
gift tax charitable deductions the new rules apply to transfers in trust made after July 31, 


1969. 
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2. Short Term Charitable Income Trusts. In the past, a short term charitable trust was 
defined as one in which a trust was set up and the income from it was paid to a specified 
charitable organization for at least two years, but then the trust principal was returned 
to the donor. The new tax reform law repeals the two-year charitable trust rule, and taxes 
the donor on the income paid to a charity by such an arrangement. To avoid income tax 
to the donor, the trust term has to be at least 10 years. This provision is effective with 


respect to transfers in trust made after April 22, 1969. 


The Act also imposes strict requirements for allowing income tax charitable deduc- 
tions for income interests in trusts where there are non-charitable remaindermen. De- 
ductions are permitted for an income interest in trust only where the grantor is taxed on 
the trust's income, and the income interest is payable in the form of a guaranteed annuity 
or a fixed percentage of the fair market value of the trust property determined annually. 
Deductions are allowed, however, where the donor has given the income interest to one 
charity and the remainder interest to another. These provisions apply to transfers of 


property made to a trust after July 31, 1969. 


3. Pooled Life Income Contracts. A pooled fund is a trust set up by a public charity to 
which an individual transfers property and the donor or his designated beneficiaries re- 


ceive an income annually for life based on the average net yield earned yearly by the 
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institutions pooled investment funds. The public charity, therefore, has a remainder inter- 


est in the property transferred to it. 


Under the new law it would seem that the life income pooled fund of the institution can 


contain only life income contract gifts and not be mixed in with the institution’s endow- 


ment. The fund cannot invest in securities whose income is tax-exempt. No donor or 


income beneficiary can be a trustee of the fund, however, the charity does not have to act 
as trustee of the fund. Each person who has an income interest in the fund must be 
paid an annual amount of income based on the fund's rate of return. In other words, the 


trust cannot accumulate income for any beneficiary. 


We would be pleased to furnish you with additional information about philanthropic 
gifts and discuss with you and your advisors the most advantageous way to make them. 


Please call or write. 
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TABLE | 
GIFT PROGRAMS FOR SINGLE PERSONS 


Amount INCOME TAX SAVINGS Net Cost of Gifts Percent of Gift Absorbed 
of Resulting from Gift to Donor by the Government 


justed 
Gross 


ncome Gift 1971 1970 1971 
8,000 $ 800 are YA =| $ 624 23 22 
10,000 1,000 250 750 26 25 
[5,000 sei 0)6) 494 1,006 34 me ee 
10,000 2,000 821 1,180 42 41 
25,000 2,500 1,234 1,203 1,298 49 48 
30,000 3,000 1,580 1,541 1,460 53 a 
40,000 4,000 2.200 2,200 1,800 56 ate 
50,000 10,000 5/995 5,848 4,153 60 58 
75,000 15,000 9,835 9,594 5,406 67 64 
90,000 20,000 13,962 13,621 6,380 70 68 
50,000 30,000 2d, 525 21,000 9,000 72 70 
15,000 72 70 


. 50,000 50,000 35,875 35,000 


is table assumes no dependents and $2,000 of itemized deductions, other than contributions; and 


s adjusted gross income is a combination of compensation plus investment income. 


table shows only federal income tax savings. The net cost to the donor will be even less in cases 


here estate: tax or state or local income tax savings are also achieved. 
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TABLE Il 
GIFT PROGRAMS FOR MARRIED PERSONS 
FILING A JOINT RETURN 


Percent of Gift Ab 
by the Govern 


————— ee 


Adjusted 


Net Cost of Gifts 
to Donor 


INCOME TAX SAVINGS 
Resulting from Gift 


Gross 
Income 
$ 8,000 
10,000 ee 
15,000 1,162 
20,000 1,488 
25,000 716 1,762 
30,000 1,046 1,016 1,955 
40,000 4,000 1,707 1,662 2,293 
50,000 10,000 4,797 4,672 5,203 
75,000 | 15,000 8,282 8,078 6,718 
100,000 20,000 12,028 11,730 7.972 
150,000 30,000 19,701 19,216 10,300 10,784 66 
250,000 50,000 35,829 34,954 14,171 15,046 UP 


This table assumes the couple has 2 dependents and $2,000 of itemized deductions, other .than ob 


tributions; and the adjusted gross income is a combihation of compensation plus investment income. 


Thi £ : . i 
s table shows only federal income tax savings. The net cost to the donor will be even less in cases 


where estate tax or state or local income tax savings are also achieved 


. of Gift 


> 5,000 


50,000 
100,000 
250,000 


500.000 
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TABLE Ill 
GIFT PROGRAMS FOR CORPORATIONS 


Income Tax Savings Resulting From Gift Net Cost To Corporation : 
1971 & thereafter 1970 1971 & Thereafter 


$ 2,460 $ 2,400 $ 2,540 Se 2.000 
4,920 4,800 5,080 S200 


12,300 12,000 12,700 13,000 
24,600 24,000 25,400 26,000 
49,20C 48 ,O0O0 50,800 52,0C0 
123,000 120,000 127,000 130,000 
246,000 240,000 254,000 260,000 


suming the corporation to have taxable income in excess of $25,000. 


LE LI BOLL 
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AMERICAN 


a 


WASHINGTON 
REPORT: 


MUSEUMS WIN ON TAX BILL! 


The House-Senate Conference Committee completed its 
action on H.R. 13270, the Tax Reform Act of 1969, and on 
December 21, 1969, Congress adopted it by overwhelming 
majorities in both Houses. At the time this-newsletter went to 
print, the bill was on President Nixon’s desk awaiting his 
signature, or veto (unlikely). 

Appreciated Value of Donated Personal Properties will not 
be taxed in most cases involving museums. Note, however, the 
cases in which tax consequences are applied on appreciated 
properties: 


1. Appreciation is taken into account in the case of pifts 
to a private foundation other than an operating foundation 
and other than a private foundation which within one year 
distributes an amount equivalent to the total amount of 
gifts of appreciated property. 


2. Appreciation is taken into account in the case of 
property (such as inventory or works of art created by the 
donor) which would give rise to ordinary income if sold. 


3. Appreciation is taken into account in the case of gifts 
of tangible personal Property (such as paintings, art objects, 


and books not produced by the donor), except in the case of 


such gifts which would result in capital gain if the property 
were sold and where tf 


See ge ee 
1€_use of the property is related to 

the exempt function of the donee. 

neon of the donee. 


4. Appreciation is taken into account in the case of gifts 


of future interests in property unless a capital gain would 
result if the property were sold. 


These amendments relatin 


. & to charitable gifts generally 
apply to contributions paid after December 3] 1969, except 
s 9 42 ’ 

that in the case of a gift of a letter or memorandum or similar 


Property, the charitable contribution amendments are to apply 
fo contributions paid after July 25, 1969 


Charitable Contribution 
taxpayer's contribution base 
in the case of donations t 


Limit is raised to 50% of a 
(generally adjusted pross income) 
© publicly supported charities, 
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January 2,1970 

private operating foundations (these two categories cover 
almost all museums), and private non-operating foundations ) 
which distribute such contributions-within 24% months follow. ~ 
ing the year of receipt. This $0% limitation provides for a limit 
of 30% on gifts of appreciated property, and the remaining 
20% can be donated in cash or non-appreciated property. >. | 

The Excise Tax on Private Foundations Reduced from 7.8% 
to 4%. The conference language provides for a tax of 4% of the | 
net investment income of each foundation for the taxable | 
year. Unfortunately, this is interpreted to apply to all private” 
foundations, operating or non-operating. , 

ARTS & HUMANITIES FOUNDATIONS: President Nixon 
asked Congress to extend the legislation creating the National 
Foundation on the Arts and Humanities for an additional 
three years beyond its present termination date of June 30, 
1970. He asked that Congress fund $40,000,000 for the | 
National Foundation in Fiscal Year 1971 (begins July 1, 1970) » 
to be made available from public ($35,000,000) and private 
($5,000,000) sources. 

In his press release of December 10, 1969, the President 
stated a major justification for this request, “We would be able 
to provide some measure of support to hard-pressed cultural 
institutions, such as museums and symphony orchestras, to 
meet the demands of new and expanding audiences.” 

Congressional hearings on authorization bills for this — 
purpose will be held during the last week of January, 1970, 
when joint hearings between the House and Senate are 
scheduled to hear from governmental witnesses such as Nancy 
Hanks (Chairman for the Arts) and Barnaby Keeney (Chait- 
man for the Humanities). Public testimony is being scheduled 
for the first week in February, 1970 before Congressman John 
Brademus (D.-Ind.). Senator Claiborne Pell (D.-R.I.) has 
introduced §. 3215 for this purpose, and Sen. Jacob Javits 
(R.-N.Y.) has introduced a similar bill, S. 3238. Interested 
parties may write: 

Senator Claiborne Pell, Chairman 

Special Subcommittee on the Arts and Humanities | 
Committee on Labor and Public Welfare } 
U.S. Senate 
Washington, D. C. 20510 


Congressman John Brademus, Chairman 
Select Subcommittee on Education 

Room 2134, Rayburn louse Office Building 
Washington, D. C. 20515 


a 


and 


ELI 


Banking, Trade and Commerce 39:65 


. SUMMARY OF REQUESTS BY 
| CANADIAN ART MUSEUM DIRECTORS ORGANIZATION 


IN ITS BRIEF ON THE WHITE PAPER PROPOSALS. FOR TAX REFORM 


a Removal of the present limitation of 10% of net income 
| so as to allow full deductibility of gifts to private and muni- 


| cipal museums which are recognized as charitable organizations. 


Zo Gifts to museums which are recognized charitable organi- 
_gations should be deductible from the donor's income at fair 
market value or at cost price whichever is greater at the time 


Orci. 


3 Gifts of property, securities and tangible personal pro- 
perty appropriate to the exempt function of the donee which is 
a recognized charitable organization should not be treated as 


giving rise to a capital gain. 


a. The minimum valuation of $500 proposed in Section 3.23 of the 
White Paper in connection with capital gains on works of art 
amongst others should be increased to $5,000 and make applicable 


to family heirlooms and family portraits. 


Ds In the event of a capital gain on works of art, the tax- 
payer should be allowed to elect to be taxed on that portion of 
the capital gain that the length of time the taxpayer owns the 


work of art after valuation day bears to the entire period of 


his ownership. 


22622—5 
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The special provisions proposed in Section 3.26 of 
the White Paper relating to losses on paintings, sculpture, 
jewellery, coin and stamp collections should not be adopted 
but losses on this type of property as well as works of art 
in general should be treated in the same manner as losses 
on any other property, that is they should be deductible 
from capital gains realized on any type of property with 
the same carry back and carry forward options as are 


recognized for other property. 


Works of art should be excluded from the proposal 
in Section 3.40 of the White Paper providing for a deemed 
capital gain in the event that the owner ceases to reside 


in Canada. 


Bequests of works of art to museums recognized as 
charitable organizations made subject to a right in favour 
of the deceased's children to retain their use during their 


lifetime should not be subject to estate taxes. 


Family heirlooms and family portraits should be 


exempt from estate taxes. 


226225} 
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APPENDIX 9 


The Canadian Institute of Chartered Accountants 
U Institut Canadien des Comptables Agréés 


Jume 25, 1970 


The Honourable Salter A. Hayden 

Chairman 

Standing Senate Committee on 
Banking, Trade and Commerce 

Ottawa, Ontario 


Dear Senator 


When the representatives of the Taxation 
Committee of the Canadian Institute of Chartered 
Accountants appeared before your committee on June ll, 
Senator Phillips (the acting chairman) requested that 
I write to you giving the views of the Gal, Crs 
Taxation Committee on a modified form of dividend tax 
credit outlined by him. 


As we understood the proposal, its 
essential elements were that the form of dividend tax 
credit presently contained in the Income TaxyAet ybe 
modified as follows: 


(a) The dividend tax credit would only be available 
to the extent dividends were paid out of income 
that had borne Canadian corporate tax; 


(b) Where the dividend tax credit was greater than 
the tax otherwise payable, the taxpayer be 
entitled to a refund; and 


(c) The rate of dividend tax credit be increased. 


It should be emphasized that we understood the 
proposal was to tax dividends originating only from 
profits that had borne Canadian tax in a more 
favourable manner and, consequently, dividends paid by 
the Canadian corporation that originated from 
depletion allowance or from dividends received from 
foreign subsidiaries would not qualify for the dividend 
tax credit proposed. 


My committee has reviewed this proposal 
and, confirming my initial comments made, before your 
committee has concluded that except for variations 


resulting from 
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(a) the absence of the "sross-up"’ feature, and 


(b) any difference in rate imposed by the absence 
of the "gross-up' feature 


reasonably similar in its general thrust to the 
proposal contained in the White Paper for widely-held 
Canadian corporations and to the recommendation we 
made in paragraph D.10 of our submission for all 
Canadian corporations other than those exercising the 


partnership option. 


Tes 


It has the same basic advantages of 
providing an incentive towards Canadian ownership of 
Canadian shares and giving some recognition to that 
portion of corporate tax that may be borne by 
shareholders. By eliminating the "gross-up' feature 
it slightly reduces the complexity to individual 
shareholders at the cost of some reduced progressivity. 
Otherwise, the proposal carries with it the 
difficulties, complexities and advantages inherent in 
any system that relates the credit available to the 
shareholders to the Canadian tax paid by the 
corporation. 


Attached as appendices "A" and "'B" are two 
very simple illustrations comparing the present 
dividend tax credit system (with a 30% rate), the 
modification suggested by Senator Phillips (with the 
same 30% rate), and the gross-up and credit method 
proposed in the White Paper for widely-held 
corporations. (A dividend tax credit at the rate of 
30% was selected solely on the basis that, for a 
shareholder with a 40% marginal rate of tax, the net 
cash proceeds are the same as under the "sross-up" 
procedure in those cases where sufficient corporate 
tax has been paid.) 


Appendix "'A'' assumes that before tax 
income per financial statements and income for tax 
purposes are equal and the corporate rate is 50%. 
The dividend is fully covered for creditable tax and 
Payment out of taxed income. The net cash received 
by Shareholders at various marginal rates on a 
dividend of $1,000 can be summarized as follows: 
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ys 2 3 
DIVIDEND 
TAXPAYER'S TAX CREDIT MODIFIED GROSS-UP AND 
MARG INAL AT THE DIVIDEND CREDIT) TO 507 
RATE ss RATE OF 30% TAX CREDIT OF CORPORATE TAX 
(Note 1) 
20% $1,000(Note 2) 1,100(100%) 1,200(100%) 
30% 1,000 17 5000..6997) 1,050( 88%) 
40% 900 900( 82%) 900( 75%) 
50% 800 S00 G73.) 750( 63%) 


Note 1 The modified dividend tax credit is also at 
the rate of 30% but only applies to the 
extent the dividend originated from income 
that had borne Canadian tax. Refunds would 
be made where appropriate. 


Note 2 The only difference between the existing type 
of dividend tax credit and the modified 
version in this illustration appears in the 
20% bracket and results from the restriction 
on refunds. 


Note 3. The percentages shown in brackets in columns 
2 and 3 reflect the relationship in after-tax 
income in the various tax brackets assuming 
the net after-tax income to the 20% bracket 
shareholder equals 100. 


This summary demonstrates that the dividend tax credit 
technique provides less progressivity than the gross- 
up and credit method and also that there is little 
difference between the existing type of dividend tax 
credit and the modification where sufficient corporate 
tax has been paid to cover the dividend. 


Appendix ''B'' assumes that income for tax 
purposes is significantly lower than before tax income 
per financial statements. The dividend is not covered 
for creditable tax and part of it is paid out of income 
that has not borne tax. (In the illustration the 
difference arises from excess of capital cost 
allowance over depreciation charged in the financial 
statements but it could equally arise from a dividend 
from a foreign subsidiary that would be exempt under 
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= financial 
i 8(1)(d) or from other non-taxable 
spies eee cash received by shareholders at 
various marginal rates on a dividend of $1,000 can 


be summarized thus: 


I 2 3 

PAYER 'S MODIFIED GROSS-UP AND 
MARGINAL DIVIDEND DIVIDEND CREDIT TO 50% 
RATE TAX CREDIT ‘TAX CREDIT OF CORPORATE TAX 

20% $1,000 987.50(100Z) 1,050 (100%) 

30% 1,000 887.50( 902) 918.75(¢ 88%) 

40% 900 787.50( 8024) 787506 75h) 

50% 800 687.50( 704) 656.25( 63%) 


This summary again illustrates the greater 
progressivity of the gross-up and credit method and 

it shows the significant variation between the 

existing type of dividend tax credit and the 
modification suggested where dividends are paid out of 
non-taxed income. 


Appendix "B'" (which as already stated 
deals with a very simple situation) also demonstrates 
that the corporation must maintain a running record of 
its "taxed income" in order that it may advise its 
shareholders as to dividend tax credit entitlement. 
This is analagous to the requirement under the White 
Paper proposal that the corporation maintain a running 
record of its "creditable tax" but it may be more 
difficult to apply, particularly for interim dividends. 
There is a certainty about tax instalments paid that is 
lacking in estimates of income. 


It would also be necessary for the 
corporation to provide shareholders with information to 
complete their tax returns. Using the data in 
Appendix "B", under the modified dividend tax credit 


Proposal, the minimum advice required by the shareholder 
would be: 


Amount of dividend $ 1,000 


Amount eligible for dividend tax 
credit at 30% $ 625 


Amount taxable as ordinary income Bie 
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Under the gross-up and credit procedure, it would be: 


Include in your income S$ vhadl2250 
Claim credit for 312450 
Amount of dividend $ 1,000.00 


As already stated, we believe the 

modified dividend tax credit suggestion has essentially 
the same complexities and problems as are common to all 
proposals for integration of personal and corporate 
taxes. It is unnecessary to discuss these problems 
again in detail but we believe the following major 
criticisms and our brief comments thereon may be of 
interest. 


1. Lack of creditable tax because of timing 
differences 


This problem (which is illustrated in 
Appendix "'B') usually results from the excess of 
capital cost allowance claimed over depreciation 
recorded in the financial statements. 


Although it can be argued that the 
acceleration of capital cost allowance is 
intended to provide for expansion of corporate 
assets and not to permit payment of dividends, 
we believe that taxation of such dividends at 
full rates as ordinary income is not warranted. 
Accordingly, we recommend that dividends of this 
nature be treated in the hands of individual 
taxpayers as capital gains (i.e. only 50 or the 
gain would be included in income). This 
suggestion is referred to in paragraphs D.19 and 
D.23(b) of our submission to your committee. 


2. Natural resource industries 


There could also be a deficiency of 
creditable tax where dividends were paid out of 
depletion allowance or other resource industry 
incentive legislation. 
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Here again, we recommended similar 
treatment to that described in 1 above. 


hs D.19, D.23(b) and E.35 of our 
SEEN deal with this aspect of creditable 


tax. 


3. Dividends from foreign subsidiaries 


This is an important policy issue, 
involving as it does, the possibility that tax 
credits (and consequently refunds) might be 
granted in respect of income on which foreign 
taxes only had been paid. However, many 
Canadian based internati onal companies with 
significant Canadian operations are likely to 
find that the combination of Canadian taxes paid 
plus the proposed "flow-through" of foreign 
withholding taxes is adequate to provide full 
creditable tax on dividends paid. The 
recommendation contained in paragraph D.23(b) of 
our submission would provide alleviation in 
other cases. 


4, Intercorporate dividends 


Special provision would be required for 
intercorporate dividends. This was also dealt 
with in paragraphs D.44 to D.48 and in paragraph 
D.23(b) of our submission. 


5. "Bias" against Canadians investing in growth 
corporations 
p a 


_ The "bias" against growth companies 
implicit in the integration proposals would be 
substantially reduced under our suggestion that 
dividends not carrying creditable tax be treated 
as capital gains. The need for some similar 
provision exists with the modified tax credit 
proposal. 


In conclusion 


(a) we consider the modified dividend tax credit is 
superior to the present dividend tax credit as a 


means of partial integration of corporate and 
shareholder taxes; 7 


Banking, Trade and Commerce 39:73 


(b) we consider the gross-up and credit procedure 
to be superior to the modified dividend tax 
credit as a partial integration technique; 


(c) we doubt whether the variation from the 
progressive rate structure inherent in the 
modified dividend tax credit can be justified 
on the grounds of greater simplicity and 
better shareholder comprehension; and 


(d) we recognize that the proposal put forward by 
Senator Phillips would in many ways be 
similar to our own proposal and, consequently, 
it is a suggestion we would not oppose. 


If we can provide any further assistance 


to your committee, we would be happy to do so. 


Yours very truly 


W. E. Goodlet 

Chairman, Taxation Gommittee 

Canadian Institute of 
Chartered Accountants 


Standing Senate Committee 
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APPENDIX 10 


July 6, 1970. 


Senator Salter A. Hayden, 

Chairman, 

Standing Senate Committee on Banking, 
Trade and Commerce, 

Room 1124, West Memorial Building, 

Wellington st Lyon Street, 

Ottawa 4, Ontario. 


Dear Senator Hayden: 


When the Canadian Medical Association made its 
submission to your Standing Committee on Banking, Trade and 
Commerce on May 14th, members of the Committee asked the 
Association to suggest rules which should apply relative to 
the claiming of expenses for attending conventions. 


Our Board of Directors at a recent meeting approved 
the following rules as being reasonable criteria for the 
claiming of expenses in attending conventions: 


RULES FOR CONVENTION EXPENSES 


Taxpayers should be allowed to claim as an expense, 
for tax purposes, reasonable travelling and 


maintenance costs actually incurred in attending 
conventions provided that: 


1. The conventions are sponsored by recognized 
Organizations or associations. 

2 ihe convention agenda includes a business 
meeting of the members of the sponsoring 
organization, and other sessions relating 


to the taxpayer's professional or business 
interests, 


Facilities are available so that business 
is conducted in, or translated into, 4 
anguage in which the taxpayer is fluent. 


L’ASSOCIATION MEDICALE CANADIEN 
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Senator Salter A. Hayden July 2, 1970 


4, The taxpayer's satisfactory attendance 
be verified by the sponsoring organization. 


5. If a taxpayer claims expenses for more than 
one convention in any one year, at least 
one of these must be a convention held 
within Canada. 


6. Recognized organizations or associations 
be asked to appoint ad hoc committees as 
the occasion arises to assist the 
department in interpreting the regulations 
and hearing appeals. 


We hope that this will be of assistance to your 
Committee. 


Yours sincerely, 


THE CANADIAN MEDICAL ASSOCIATION 


B. E. Freamo, 
Acting General Secretary. 
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APPENDIX 11 


Canadian 
Pulp and Paper 
Association 


Supplementary information with respect to 


Submission on Proposals for Tax Reforms 
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CANADIAN PULP AND PAPER ASSOCIATION 
SUPPLEMENTARY INFORMATION ON 
PROPOSALS FOR TAX REFORM 


JUNE 1970 


The brief of the Canadian Pulp and Paper Association on the 
White Paper ''Proposals for Tax Reform" was presented to the 
House Standing Committee on Trade, Finance and Economic 
Affairs on May 19, 1970, and to the Senate Standing Committee 
on Banking, Trade and Commerce on June 4, 1970. During these 
hearings several questions were posed by members on which it 
was agreed a supplemental submission might be filed. This 
memorandum covers our answers to these questions. 


The original brief was prepared under some pressure to meet 
the deadlines set by the Committees. It contained alterna- 
tive proposals for tax reform designed to stimulate the 
economy, broaden the tax base, and provide sufficient revenues 
to governments to meet requirements and also to distribute the 
tax burden more equitably. In the original brief the 
financial effects of our proposals were estimated in very 
general terms, but we have continued to work on these 
calculations and find that our proposals, if staged over a 
five year period, are likely to produce reasonable balance 
each year between government needs and revenues. These 
estimates are set out in this memorandum, in the answer to 
Question No. l. 


Some of the other answers deal with technical points which are 
more eaSily provided in writing, than in an oral presentation. 
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lain how the Canadian Pulp and Paper Association's 
d work out over the next five years. 


UESTION NO. 1 Exp 


proposals woul 


To indicate how the Canadian Pulp and Paper Association's 
ould affect gross national product and government revenues, 
calculations based on a reasonable schedule of reforms are given in the 
attached tables. The staging used in the example is only one of a 
number that could be implemented, and alternative schedules could be 
tested by the Committee. Calculations showing the same information 
for the present tax system and the system proposed in the White Paper 


are also given. 


proposals w 


According to the Organization for Economic Cooperation 
and Development, the growth rate of the Canadian economy from 1958 to 
1968 was 4.7 per cent per year in real terms. This is substantially 
below the potential of the economy, and below the rate of a number of 
European countries. It is generally believed that the White Paper 
proposals will decrease the rate of growth. For purposes of this 
analysis a 4.5 per cent rate has been assumed should the White Paper 
be adopted. On the other hand, a tax system designed to foster growth 
could result in a rate of 1.5 percentage points above this - that is, 
6.0 per cent per year. 


For illustrative purposes, data for 1969 have been 
chosen as a base. Estimated tax revenues based on data for the first 
three quarters as given in the 1970 budget are as follows: 


Personal Income Taxes $8.239 billion 
Corporation Income Taxes 2.650 
Withholding Taxes e290 


11.144 billion 


Indirect Taxes 10.961 
Investment Income 2.630 

PSs 98 
TOTAL PN WES 
Less - Federal Surplus ROPE 


Revenue needs 24.380 
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In the Canadian Pulp and Paper Association's example 
the plan would be announced at once. Personal income taxes would be 
reduced by $.70 billion, $.67 billion and $.30 billion in the first 
three years. The planned reduction of the corporation tax rate would 
be announced but the reductions would take effect in the third and 
fourth years. In the first year the corporation tax would be 
increased by $.20 billion, as a result of the elimination of the low 
rate on the first $35,000 income net of providing some form of subsidy 
to assist small business. The rate of growth of gross national 
product is assumed to be 5.4 per cent in the first year and 6.0 per cent 
thereafter. It 1s assumed that personal income taxes would increase 
by 1.5 per cent for every one per cent increase in gross national 
product and that other taxes would increase in proporation to G.N.P. 


A growth rate of 4.7 per cent per year has been used 
to illustrate the effect of the present tax system. For the White 
Paper proposals, the growth rate used was 4.5 per cent and the changes 
have been phased in over the period as outlined in the White Paper. 
Because of the increase in the rate of progression that will result 
from the White Paper proposals, it is assumed that personal income 
taxes will increase by 1.8 per cent for every one per cent increase in 
G.N.P. 


Estimated gross national product and tax revenues 
under the three systems, assuming no change in prices, would be as 


follows: 
G N P TOTAL TAX REVENUE 
Present White C.P.P.A. Present White GP. PA. 
Paper Paper 

billion 1969 dollars billion 1969 dollars 
1969 77.9 77.9 Ting 24.38 24.74 24.74 
1970 81.6 81.4 $251 PASS A Pip 25.99 25% 70 
1971 85.4 85.1 87.0 27.14 2784 26.82 
1972 89.4 89.0 92.3 28.64 29.84 28.20 
1973 93.6 93.0 97.8 30.21 32.00 29.96 
1974 98.0 97.2 103.7 31.87 34.32 $2503 


The C.P.P.A. proposals would provide an increase in 
total tax revenue each year, enabling government services to be maintained. 
The White Paper proposals show sharply rising government revenues, but 
a slower rate of growth of the economy. The result would be an increase 
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G.N.P. taken in taxes from the present level of 
in five years’ time. Under the 

er hand, tax revenue in the fifth year 

P., a lower percentage than at present, 

he fifth ear would be equal to that 


in the percentage of 
31.8 per cent to 35.3 per cent 
C.P.P.A. proposals, on the oth 
would be 30.9 per cent of G.N. 
but the amount of revenue int 
provided by the present system. 


While it has not been possible for the Association 
to carry out exhaustive studies or construct an elaborate economic 
model to test various policy alternatives, the calculations do Suggest 
the proposals are feasible if staged over a relatively short period 
and warrant careful consideration. It is recognized, of course, 
that care would have to be taken to avoid actions that would cause 
any increase in inflationary pressures. However, insofar as our 
proposals would have an expansionary effect on supply, they would 
act to decrease inflationary pressures. 


In implementing the proposals, the level of govern- 
ment expenditures would have to be carefully planned. The proposed 
method of financing assumes no increase in total government services 
except by means of additional taxation specifically authorized by the 
electorate with their full knowledge. 


There is a reference in the White Paper to government 
revenue requirements to the effect that, "the needs of the federal 
and provincial governments for money to do useful and important things 
are so great that we cannot afford to reduce the over-all revenues 
from personal and corporate income tax.'' This statement is extremely 
vague, and judging by some of the questions posed by members of the 
Standing Committee it appears to have given rise to concern, if not 
confusion, as to the future development of government expenditures. 
Therefore it is important to understand the meaning of the words 
"no increase in the level of government expenditures." 


Increases in government expenditures are due to four 
main causes: 


1. To the extent that salaries and wage level in the country increases, 
the government will have to pay more to its employees. This 
condition however assumes an increase in G.N.P., and thus a more 
than proportionate increase in government revenue as tax 
collections are at least roughly proportionate to G.N.P. 


2. eee welfare programe expenditures appear to rise continually. 
o the extent that these rises are due to inflation, the same 


arguments apply as above i.e., that revenue should automatically 
rise correspondingly, 
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ae Some government programs appear to have an "overhang" expenditure 

feature, for example the age distribution may affect education 
old age assistance, etc. Such factors should be capable of ( 
being evaluated and set forth clearly as, in effect, contingent 
liabilities of the government. Tax revenues should be planned 
for them when the programs are instituted, or in the case of 
programs of long standing, their priority should be re-assessed 
in allocating future government expenditures. 


As against this factor, many social welfare programs should generate 
a decreased expenditure. For example, as health treatment is 
directed to preventative care, there should be a reduction in 
illness; as the various pension plans become mature, there should 
be a greatly reduced number of indigent aged people; as life 
insurance become more diffused, there is less necessity for 
assistance to widows, etc. 


These three factors should be estimated and taken into account in fiscal 
planning. 


4. New programs. These should be linked to revenue potential. 
Such programs compete in priority for tax reductions aimed at 
social justice i.e., equity of tax burden. Governments should 
be completely frank in disclosing the tax burden of new programs 
when they are presented to the electorate. 


By identifying the exact areas where government expendi- 
tures are subject to increase, the vague feeling of oppressive demands 
for future revenue that is evident in the White Paper can be clarified. 
If it is disclosed that new taxes are required, this fact should be 
clearly presented and not hidden amongst measures for tax reform. 


In the course of discussion of tax reform over the past 
few months, government spokesmen have stated that Canada must provide a 
level of government services to its citizens equal to that of the United 
States, and that as our per capita income is less than in that country, 
our tax rates must be higher. If we do attempt to provide the same 
level of government services froma lower per capita income, it follows 
that the services provided by the private sector will be lower than the 
proportionate rate based on relative incomes. There is no evidence 
that the Canadian population is in favour of such a division of services. 
Improvement of the rate of growth of the economy is, over a period of 
years, more effective than high per capita government expenditures in 
meeting the goals of society. There is justifiable concern in tax 
reform for a tax system which will produce increased revenue. In this 
respect, the central theme of the C.P.P.A. submission to the Standing 
Committee is that increases in the level of economic activity provide 
increasing additional revenues to meet government revenue needs. 


A precedent for the action we suggest is provided by 
policies of the United States Government taken in the early 1960's to 
increase the rate of growth of the economy. Taxes were reduced by 
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$12 billion per annum over a period of four years wiile the budget was 
in deficit. Federal expenditures were also increased. The Economic 


Report of the President for 1969 stated, page 77, 


the fiscal and monetary policy actions that were taken 


NEES, 
deliberately to influence economic activity generally worked 


in the right direction with effective results," 


and 


"Second, the experience of 1961-65 demonstrated that an effective 
fiscal policy to stimulate the economy could be carried out with- 
out adding unnecessarily to the size of the Federal budget. Since 
the aims of stabilization policy can be implemented either through 
tax changes or expenditure changes, decisions regarding Federal 
expenditures can be properly based on the desired allocation of 
resources between the public and private sectors." 
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UESTION NO. 2 Assuming that all of the C.P.P.A. proposals for tax 
reform could not be adopted at once, what would the 


priority be? 


The answer to question number one provided a staging 
of the tax reforms that would meet revenue requirements while 
stimulating growth. In the event that all of the proposals could 
not be adopted, we would, for purposes of establishing priority, rank 
them in order of their impact on economic growth. While the proposals 
all have similar effects, our judgement as to their importance for 
stimulating economic growth is as follows: 


Ly Lower rate of corporate tax. 

Ze Full dividend tax credit. 

Ss Increased basic exemptions. 

4, Increased employment allowances. 

De Reduction of top rate on personal income tax to 50 per cent. 


QUESTION NO. 3 What criteria would you use in distinguishing tax haven 
abuse from what you consider acceptable accumulation 
abroad of "passive income?" 


Pe Passive income is defined in the White Paper as being 
ividends, interest, royalties and trans-shipment profits earned by a 


controlled foreign corporation Te 4 atk 
; . t is 
in Canada. proposed to tax this income 


All international busin i i 
een interi €ss operations have income of 
this kind and the object should be to stop abuse, not to create a mass 


of administrative probl 
ems an : 
operations. B d an extra tax burden for bona fide 


We would therefore recommend - 


1) that j i 
LCM will enter into treaties with only those countries 
ae oie ers to have compatible tax systems, and as it is 
countries with which our exporters have to compete, 


we shoul a . ‘ 
oF shh Id accept that no passive income will arise in operations 
Subsidiaries in treaty states. 
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2) Canada is at a disadvantage compared to many exporting countries 
in terms of tax-free export profit treatment (DISC and W.H.T.C. 
in the United States; European use of tax havens) as well as 
distance from markets and scale of domestic operations. Tax- 
free trans-shipment profits should be permitted to accrue to a 
foreign subsidiary of a Canadian parent in respect of goods 
exported offshore provided the price to the subsidiary is not 
less than the higher of - 


(a) 90% of the world delivered market price for like goods 
in like quantities. 


(b) 10% above total direct cost plus freight and insurance 
to destination. 


Such profits would not be passive income. The changes occurring 
in the U.S. law form an interesting parallel. 


5) The Minister be given the power to designate any non-treaty 
country that is, in his opinion, underdeveloped and in need of 
stimulating investment, as being treated unilaterally in the 
same way as a treaty country. 


4) All other passive income should be treated as such and taxed in 
Canada. 
5) That the dividend tax credit granted to Canadian shareholders of 


Canadian companies be varied (as in the case now for the deple- 
tion allowance) depending on the average foreign source income 
for the preceding five years - 


Under 30% of total income is foreign source income - full credit. 
30% - 70% of total income is foreign source income - 50% credit. 


Over 70% of total income is foreign source income - Nil credit. 


QUESTION NO. 4 Explain the mechanics of the special equalization tax 
suggested on page 23 of the DELet. 


The C.P.P.A. brief recommended that the rate of tax on 
corporate income be kept at least as low as and preferably lower than 
the United States rate. It is possible that such a rate could result 
in a transfer of funds to a foreign government where the rate of ; 
corporate tax was higher than the Canadian rate and where only credit 
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; owed. The brief suggested that, if the 
for the Conagi en Nie ee ee special equalization tax could be used 
a eared chon transfers. This could be done by setting the equaliz- 
a ot a rate which, when combined with the Canadian corporation 
ese be equal to the corporation tax rate in force in the 
recipient country. This would place the foreign investor in the same 
position with respect to dividends received from a Canadian corporation 
as if investing in his own country, while providing an incentive for 
investment in Canada through a lower rate of tax on earnings retained 
in the Canadian company. This equalization tax would be in addition 
to the withholding tax now in force and proposed in the White Paper. 


QUESTION NO. 5 What mechanics would you suggest to allow full offset 
i of taxes by means of a dividend tax credit? 


A dividend tax credit can be used to produce the same 
effect as creditable tax provided it is accepted that - 


1) Non-taxable items to a corporation remain non-taxable when 
passed on to the shareholder. 


2) Corporate income differs from taxable income only through the 
effects of legislation in respect of non-taxable items and 
timing differences. 


Incentives, economic adjustment by the government and the need 
to maintain a competitive economic business climate are the 
main reasons for such differences. 


3) Foreign income above certain prescribed levels would reduce or 
eliminate the credit. 


The present form of dividend tax credit is both simpler 
to administer and easier to understand than the gross-up and credit of 
creditable tax and it gives a fair result. If, however, the principle 
of equivalent gross earnings represented by the net dividend to people 
with different marginal tax rates is favoured despite the complications 
and artificiality, the dividend tax credit can be used, but a proportion- 
ately higher rate has to be set if the credit itself is to be subject to 
tax - as is the case with creditable tax. 


_ For a full offset of tax the government would set the 
rate of credit by the following calculation (the tax rate being expressed 


as a decimal) - 
Dividend tax credit rate = (Corporate tax rate) 
(1 - Corporate tax rate) X 2 


Le the dividend tax credit is to be included in income 
and taxed the rate 1S twice the above. 


The credit either way can be adj i 
justed to provide the 
degree of offset of taxes or stimulation to investment that is required, 


aot 
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EXAMPLE OF FULL OFFSET OF CORPORATE TAX BY 


DIVIDEND TAX CREDIT (TAXABLE) 


Corporate Tax Rate 45% 
Corporate Income 1,000 
Tax 450 
Net Income 550 


Taxable Dividend Tax 
Credit (as % of Dividend) 82% 


a 


APPLICATION - 45% Corporate Tax Rate 


Personal Tax Rate 30% 
Dividend 550 
Credit (550 x .82) __ 450 
Taxable Income 1,000 
Personal Tax 300 
Credit _(450) 
Net Tax _(150) 
Cash __ 700 


=n55% Corporate Tax Rate 


Personal Tax Rate 30% _ 
Dividend 450 
Credit (450 x 1.22) __ 550 
Taxable Income 1,000 
Personal Tax 300 
Credit 550 
Net Tax _(250) 


Cash 700 
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EXAMPLE OF FULL OFFSET OF CORPORATION 
BY DIVIDENT TAX CREDIT (NON-TAXABLE) 


CORPORATE DATA AS FOR PREVIOUS EXAMPLE 


APPLICATION - 45% Corporate Tax Rate 


Personal Tax Rate 


Dividend 550 
Tax 165 
Credit (550 x .41) _(225) 
Net Dividend 610 
- 55% Corporate Tax Rate 
Dividend 450 
Tax 135 
Credit (450 x .61) (27S) 


Net Dividend 590 


40% 

550 

220 
_(225) 


555 


450 
180 
(275) 


545 


50% 

550 

275 
_(225) 


500 


450 
225 
(275) 


300 
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QUESTION NO. 6 Taxes paid by persons in the United States and Canada 
receiving dividends from corporations. 


Ste From Mr. Kaplan's comments after the Committee hearing 
it is understood that the question on which the Committee desired an 
explanation was: 


"You say your industry is at a disadvantage as against the United 
States industry because the corporation tax rate in the United 
States is five percentage points lower than in Canada. It 
seems to me that both now with a dividend tax credit, and even 
more under the integration proposals, the return on a dollar 
investment by a United States citizen in a United States pulp 
and paper operation bears more corporation tax than that of a 
Canadian investing in a Canadian pulp and paper operation. How 
much corporation tax does each bear and how does withholding tax 
affect this if the investment is in the other country?" 


This is an immensely complex question and for individuals 
it is further complicated by the different personal tax rate structure 
(it is the total tax burden not just corporation taxes that are 
significant); different price/earnings ratios and yields in a capital 
exporting country such as the United States compared with a capital 
importing country such as Canada; the anticipated prosperity of the 
industry in each country in competition with other capital seekers; 
and the share of the G.N.P. taken by taxes compared with domestic value 
of the goods and services provided by those taxes. 


Attached is a sheet showing the yields and price/earnings 
ratios of paper companies in both countries. This indicates quite 
clearly that the cost of capital to the Canadian companies is higher than 
in the United States and the expected return to a United States investor 
both before and after tax on a dollar invested is lower. Also attached 
is a sheet showing, net of personal tax, retention of an individual in 
each country with incomes of $10,000 and $50,000. The only conclusion 
that can be drawn from this is that Canada has a need for more capital 
than it produces while the United States is a capital exporting country. 
As the capital markets are related, the price for and the risks involved 
on investment capital are not the same. 


From the corporate point of view it is approximately the 
same whether a United States company invests in a pulp mill in Canada or 
the United States - the net effective tax rate is the U.S. rate, 48%. 
(Provided the capitalization is mixed debt/equity). For a Canadian 
company the tax rate is also the same in either case - 53.4% now in Canada 
and the same in the United States if 70% of net earnings are repatriated 
and subjected to withholding taxes. In both cases the Canadian company 
however pays 11% more corporation tax than its United States counterpart. 
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The White Paper is in error in its integration 
proposals in assuming major corporations are ''conduits" of 
earnings to shareholders. They are separate decision making 
entities with their own costs of capital on which decisions are 
based. For example, in answering this question it is not 
practical to assess an individual's investment in a pulp and 
paper mill but only in a pulp and paper company. The tax effects 
on individuals and corporations are not the same. Our recommend- 
ation is to lower the corporate tax rate to a competitive level 
and if necessary offset the loss of revenue by adjusting the 
dividend tax credit to the equivalent creditable tax proposed in 
the White Paper over a period of years. 


Oe 


COMPARISON OF YIELD & P/E RATIOS FOR PAPER COMPANIES 


U.S. CANADA 
COMPANY P/E RATIO YIELD COMPANY P/E RATIO 
Boise Cascade 31.1 4.0% | Abitibi 11.8 
Crown Zellerbach 15.6 4.7% B.C. Forest Products lia 
Georgia Pacific 29.4 1.3% Consolidated-Bathurst 6.1 
International Paper ol 4.1% Crown Zellerbach (Can.) 12.5 
St. Regis 14.5 4.2 Domtar 18.1 
Weyerhauser 24.0 2eo MacMillan Bloedel 1i.7 
Unweighted Average 21.8 3.5% 11.9 
4.6% 8.4% 
Source - Beatty Statistical 
Service, New York. 
1969 STATISTICS 
RETURN* ON NET WORTH + FUNDED DEBT 
U.S. CANADA 
Composite Forest Products - Abitibi 5.8% 
Group - High 12.0% Consolidated-Bathurst 4.6% 
- Low 6.4% Crown Zellerbach 8.4% 
U.S. Average .3% Domt ar 5.6% 
MacMillan Bloedel 9.3% 
Canadian Average 6;4% 
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CANADIAN/U.S. CAPITAL MARKETS 


JUNE 15, 1968 


* Return = Net earnings + 48% of debt interest. 
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Income 
Corporate Tax 
Net 


Dividend 


Marginal Rate 
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U.S./CANADA 
COMPARISON OF TAX EFFECTS 
ON DIVIDENDS AND INCOME 


PULP & PAPER COMPANY 


CORPORATE PROFIT & LOSS STATEMENT 


520 


TAXPAYER EARNING $50,000 + DIVIDEND 


55% 


Taxes on Other Income* 15,202 


Tax on dividend 


Total Taxes 


Net Dividend 


Net Income 


__286 


$40 ,032 


Marginal Rate 25% 
Taxes on Other Income 932 
Tax on dividend 130 
Total Taxes 1,062 
Net Dividend 390 
Net Income $9 ,458 
* P.W. Study - New York vs Ontario Table VII 


TAXPAYER EARNING $10,000 + DIVIDEND 


Canadian 

White 
1,000 1,000 
_530 _ 545 
470 455 
470 455 
56.65% 50% 
19,631 19,811 
__172 113 
19,803 19,924 
298 342 
30,668 = 30,531 
26.78% 33.28% 
1,704 1,780 

32 2 
1,796 1,780 
438 45S 
8,674 8,675 
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APPENDIX 12 


FRANCIS, GAULEY, DIERKER & DAHLEM 
BARRISTERS AND SOLICITORS 


REFER TO Mr. J.J. Dierker 
ourruenc. 16,866 June 8th, 1970. 


The Honourable Senator S.A. Hayden, 

Chairman, 

Senate Committee on Banking, Trade 
and Commerce, 

Parliament Buildings, 

Ottawa, Canada, 


Dear Senator Hayden: 


You will recall that at the time of the Co-operative 
Union of Canada and Le Conseil Canadien de la Cooperation appear- 
ing before your committee in Ottawa on May 20th that a request 
was directed by your committee to have prepared a number of 
schedules showing the tax position of co-operatives; firstly, 
at today's date, secondly, as it would be under the White Paper 
proposals and thirdly, as it would be under the co-operative 
proposal, 


We have now had an opportunity of preparing the informa- 
tion requested and we enclose herewith 50 copies of the same for 
distribution to your committee. The schedules prepared have been 
prepared in the English language only which we trust will be 
satisfactory for this purpose. 


Should any questions arise as a result of a review of 
these schedules we would be pleased to have your questions for 
further comment. 


The taxation committees of the Co-operative Union of 
Canada and Le Conseil Canadien de la Cooperation will be appear- 
ing before the House of Commons Standing Committee on Finance, 
Trade and Economic Affairs on June 18th. If desirable, repre- 


’ 
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The Honourable Senator S.A. Hayden June 8th, 1970. 
—— 

sentatives of these taxation committees could meet with repre- 

sentatives of your committee on the 17th or the 19th to discuss 


the enclosures. 


Yours very truly, 


FRANCIS, GAULEY, DIERKER & DAHLEM 


Per: 


JID / mm 
Encl. 
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BALANCE SHEET 
OF 
MARKETING AND PURCHASING CO-OPERATIVES IN CANADA — 1967 


- million dollars - 


ASSETS 
Cash » nears «Spas 3 
Receivables Poe 
Inventories SS 
Other current OZS 
Property, equipment 25343 
Investments 77.4 
Other assets 25 
Total VEEN dea: 


DIAS loiT les’ TO" THE” PUBLIC 


Short-term loans A fore Le ae) 
Accounts payable 19.45 
Other current. G49 
Long-term loans 26.5 
Subtotal a eee 


MEMBERS' EQUITY 


Members' loans $ 42.4 
Patronage loans 54.1 
Share capital PESTS 
Reserves 5.6 
Surplus 60. 7 
Subtotal $ 400.4 
TOTAL PES 7 51.6 


Source: Co-operation in Canada, 1967 edition, published by 


Economics Branch, Canada Department of AGIA CULtCUrE, 
October 1969. 
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ESTIMATED FEDERAL AND PROVINCIAL INCOME TAXES PAYABLE 


MARKETING AND PURCHASING CO-OPERATIVES IN CANADA 
Meee eee ee eae ce eS FE 


1. Under Present Income Tax Act 


Corporation Income Tax 


Savings before income tax (Note 1) $ 47.6 
Deduct allowable patronage refund allocation 
Savings $ 47.6 
3% of capital employed (Note 2) $ 15.8 
Less interest on long-term loans, member 
loans and patronage loans (Note 3) wb A 2 oe 
Taxable income $2.4 
Income tax at national industry average 
rate of 33.5% (Note 4) $ ae 
Individual Income Tax 
Patronage refund of $44.4 (Note 5) at national 
average rate of 11.56% (Note 6) eke o a 
Total income tax paid by co-operatives and members Ne 
2. Under White Paper Proposal Without Integration 
Corporation Income Tax 
Savings before income tax (Note 1) $ 47.6 
Deduct allowable patronage refund allocation 
Savings 
$ 47.6 
84% of equity of $400.4 (Note 7) $ 34.0 
Less interest on member loans, patronage 

loans and share capital - 

9% on $254.1 (Note 8) Ley 2 lewis 26.3 
Taxable income beer A 
Income tax at 50.0% So Oa 

Individual Income Tax 
Patronage refund of $34.5 (Note 9) at national 
average rate of 11.56% (Note 6) 4.0 


Ak 7 ; 
Otal income tax paid by co-operatives and members $14.7 


ee ee Te pov 
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SY Under White Paper Proposal with Integration 


(presuming integration possible with patronage refunds) 


Corporation Income Tax 


Savings before income tax (Note 1) $ 47.6 
Deduct allowable patronage refund allocation 

Savings $ 47.6 

845% of equity of $400.4 (Note 7) $ 34:0 


Less interest on member loans, patronage 
loans and share capital - 


5% on $254.1 (Note 8) Zi ee 3 265 
Taxable income gre Ug: 
Income tax at 50.0% GLO? 


Individual Income Tax 


National average rate of 11.56% (Note 6) of 


$45.2 (Note 10) 5.2 
Less taxable credit (Corporation income tax) LO n7 5.5) 
Total income tax paid by co-operatives and members fa De 


4. Under Co-op Proposal 


Corporation Income Tax 


Savings before income tax (Note 1) $ 47.6 
Deduct allowable patronage refund allocation (Note 11) 44,9 
Taxable income ee ee! 


Income tax at individual national average 
rate of 11.56% (Note 6) $ 3 


Individual Income Tax 


Patronage refund of $44.9 (Note 11) at national 
average rate of 11.56% (Note 6) Sie 


Total income tax paid by co-operatives and members An fj 
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re not reported in the publication 
Se ee Seer ee estimated savings before 
income tax have been calculated on the ae Ze deolyivate 
average for all Canadian corporations, il. 2 0 ee y. fsegel 
(Refer to 1967 Corporation Financial Statistics; ,atable, 2, 
page 47.) 11.9% of members' equity of $400.4 = $47.6 


Saving 


of calculating capital employed is outlined in 
ee pate Tax Act, section 75, subsection awe In most 
instances the amount of capital employed is approximately 
the same as the total of members' equity and long-term loans. 
For the purposes of this schedule, capital employed has been 
calculated as the total of members' equity of $400.4 and 
long-term loans of $126.5. 


The interest rate used in this calculation is based ona 
composite average of 6.75% on long-term loans, and 5% on 
member loans and patronage loans. The 6.75% assumes the 
long-term funds were borrowed at various rates in prior years. 


Combined federal and provincial income tax national industry 
average rate computed from 1967 Corporation Financial Statis- 
tics, DBS, table 2, page 47, 


Under the Present Income Tax Act $44.4 would be available for 
distribution to members, calculated as follows: 


Savings before income tax $ 47.6 
Deduct: Corporation income tax % 23 

Allocation to reserves - 5% of savings 2.4 Soe 

$ 44.4 


Combined federal and provincial income tax national average 
rate computed from 1969 edition of Department of National 


Revenue taxation statistics not fully adjusted to reflect the 
Quebec provincial tax, 


Rate of 84% is the present approximate interest rate on farm 
improvement loans referred to in the White Paper. 


Most provincial st 


cio atutes limit to 5% the maximum interest or 
dividends which ma 


y be paid on member investment. 
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9. Under the White Paper proposal without integration $34.5 would 
be available for distribution to members, calculated as follows: 


Savings before income tax eG 3 

Deduct: Corporation income tax bape 8 
Allocation to reserve - 5% of savings 2.4 

Patronage refund $ 34.5 


10. Individual income calculated as follows: 


Patronage refund (Note 9) 2 34 5 
Corporation income tax (taxable credit) LOS, 
$ 45.2 


11. Under Co-op Proposal the maximum allowable patronage refund 
allocation would be the savings before income tax less alloca- 
tions to reserve and less income tax payable on amounts allo- 
cated to reserve: 


Savings before income tax Si 47.0 
Less: Corporation income tax (11.56% on 
amount allocated to reserve) $ 3 
Allocation to reserve - 5% of savings 2.4 Zeit 
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DOMINION FOUNDRIES AND STEEL, LIMITED 
HAMILTON, ONTARIO 


F.H. SHERMAN June 2, 1970 


PRESIDENT AND CHIEF EXECUTIVE OFFICER 


The Hon. Salter A, Hayden 

Chairman 

Special Senate Committee on 
Banking, Trade and Commerce 

Ottawa, Ontario 


Dear Senator Hayden: 


While we were presenting our brief on the steel industry, 
it was asked whether or not we should have various cate- 
gories of mines with different treatment, 


After considerable thought, we would suggest to you that 
this is not necessary. As an alternative, we would 
recommend that the current incentives for mining in 
Canada be maintained but that the exempt period be limited 
to the shorter of three years or when the investment has 
been fully recovered, 


This would, in our opinion, take care of any bonanzas which 
are obviously your major concern, and would at the same 
time maintain the incentives which have worked well for the 
mining industry and for Canada as a whole. 


Sincerely, 


ec 
Mr. Roland M. Breton 


Executive Secretary of the 
Committee 


ee 
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APPENDIX 14 


IMS PREOR = PA IPO Tee. eM TE Dp 


Ili St. Clair Avenue West, Toronto, Canada 


May 14, 1970 


Mr, Arthur W. Gilmour 

Senior Tax Advisor 

The Standing Senate Committee on 
Banking, Trade and Commerce 

The Senate of Canada 

Ottawa, Canada 


Dear Mr. Gilmour: 


At our hearing before the Standing Senate Committee 
on Banking, Trade and Commerce on April 8, 1970, we undertook to 
answer the following question from Senator Everett which appears 
at page 14:16 of the transcript of the Proceedings: "Could you 
tell me what portion, in your last fiscal year, that Imperial Oil 
spent on exploration on its net income before TAXES )je0s00 trom 
producing operations?” 


In 1969 Imperial Oil's exploration costs, including 
the cost of drilling successful development wells, amounted to 
32.5% of our net income from producing operations before income 
taxes and exploration expenses. If the cost of drilling successful 
development wells is omitted, the percentage drops to 27.7%. 


As we pointed out at our hearing and in our brief, the 
White Paper $1. for $3, earning limitation on depletion would impose 
a severe penalty on all those whose eligible expenditures amount to 
less than 150% of their producing profits, net of income taxes and 
exploration costs. Since our 1969 eligible expenditures would have 
equalled 78% of our net producing profits after exploration expenses 
and income taxes computed on the White Paper basis, the penalty 
imposed on us would have been severe, 


Even under our alternative proposal of a $1. for $2. 
depletion earning ratio, which has a penalty point of 100% of net 
producing profits, the penalty imposed on us would be substantial. 


Very truly yours, 


W.O. Twaits:P 
c.c. The Hon, D.D. Everett 
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INTERNATIONAL UTILITIES CORPORATION 


June 10, 1970 


Hon. Salter A. Hayden, Chairman 
Standing Senate Committee on 
Banking, Trade and Commerce 
West Memorial Building 

Room 1124 

Wellington at Lyon 

Ottawa, Ontario, Canada 


Dear Sir: 


At the time of our oral presentation to your Committee 
on May 28, 1970, you requested us to furnish to the Committee the 
specific language which IU suggests be added to Sections 4.66 
' and 4.67 of the White Paper Proposals for Tax Reform concerning ql 
the matter of foreign corporations resident in Canada. 


As outlined in our Submission IU first proposes that 
corporations incorporated outside of Canada be permitted to 
establish or maintain tax residency here unless they are a 
subsidiary of or are controlled by a foreign corporation domiciled 
elsewhere, and provided further that a change in the residency 
status of a foreign corporation resident here be subject to 
administrative review in order to eliminate tax avoidence. 
Secondly, IU proposes that if Parliament nevertheless acts to 
bar foreign corporations in general from tax residency here, an 
exception (or "grandfather clause") should be written into the 
new law so that IU and other established public companies are not 
precluded from maintaining their Canadian residence. 


On the first point we suggest the following changes in 
eee of Section 4.66: The last sentence should ee 
tax peuiao een Proposals, the system of credits for corporate 
(2) forei ee Y only to (1) corporations incorporated in Canada ; 
ee era baba eb now resident in Canada (except those 1 
and (3) eed ed by foreign corporations not resident in Canada), 
provided (a) ae corporations which may establish Canadian residency 
Borer ees €y are not owned or controlled by a foreign 

poration not resident in Canada and (b) it has been adminis-— 


tratively determined th i 
; at their principal pu i ishi 
residency is not one Ate as eae purpose in establishing 
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If, however, Parliament should decide against the 
foregoing proposal and desire a more limited exception, IU 
proposes that the last sentence of Section 4.66 be changed to 
read as follows: "Under the new proposals, the system of 
credit for corporate tax would apply only to (1) corporations 
incorporated in Canada and (2) foreign corporations which have 
maintained Canadian residence for at least five years prior 
to the effective date of the legislation and have had equity 
securities listed during that period on a Canadian stock 
exchange." 


As pointed out in our brief and oral submission IU 
has been a Canadian resident since 1961 and has had equity 
securities listed on the Toronto and Montreal Stock Exchange 
since 1937. IU would accordingly qualify as a continuing 
Canadian resident under the foregoing exception. 


We trust that the foregoing is sufficient for the 
purpose of your Committee's deliberations; however, we will 
be pleased to furnish any additional information that your 
Committee may require. 


Very truly yours, 


R. M. BAXTER 
Vice President 


RMB:clk 
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APPENDIX 16 


KING RESOURCES CCMPANY 


THE TAXING OF PROFESSIONAL FIRMS AS INCORPORATED BUSINESSES 


Study Prepared by Glenn E. Holmes 


At the hearings on May 28 last of the Senate Committee on 
Banking and Finance on the White Paper proposals for tax reform, 
King Resources Company and its Canadian employees presented a 
Brief to the Committee. It was pointed out in the discussion 
that there was a definite tax advantage to being able to 


incorporate, and that the professionals who could not incorporate 


their operations because of the personal liability of their 
calling still required working capital just like any other 
business. In its Brief, under the heading "Incentives For Smal] 
Businesses’, the following recommendation was made on Page 30: 


"Certain professions (medicine, Taw and accountancy) 
cannot incorporate their Operation; but must 
practice as individuals or partnerships. This, 

of course, puts these people at a tax disadvantage 


compared to others who can incorporate. However, 


viewed in total, these professions form a very 


small percentage of the independent businesses 
in Canada. Al] others can incorporate if they 


wish and obtain the needed tax relief for small 


businesses, {f any tax changes are to be made 


in this regard it should be to allow those 


Professions which cannot incorporate to have their 


1e) j * 
Perations treated 8S tncorporated businesses 


for tax Purposes,!! 
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During a discussion of this paragraph, Mr. Holmes was 
asked to prepare a paper for the Committee detailing the method 
by which professional firms could be taxed as incorporated 


businesses and submit it by June 20 next. 


At this point in time it is not known what, if any, White 
Paper proposals will be adopted. This paper its therefore 
prepared on the assumption that the present Income Tax Act 


treatment of corporation taxable income will remain the same. 
NEED FOR WORKING CAPITAL 


Most professions do not require a large amount of capital 
to commence operations, unless a going practice is purchased 
outright. The exception would be certain branches of medicine 
(such as radiology) and dentistry, where capital is needed 
initially to purchase expensive equipment necessary for the 
practice of the profession. Capital is required however to 
cover the partners! living expenses while the business is 
building up to the point where cash returns are enough to meet 


their expenses. 


However, as the professional business buiids up, a gooa 
deal of working capital is required to carry work-in-progress 


and accounts receivable. This is particularly true of chartered 


Standing Senate Committee 


accountant firms, law firms and dentistry. AS most branches 

of medicine are now covered by some form of medical insurance, 
doctors usually find that their accounts receivable are collected 
quicker than the other professions where it is not uncommon 

for them to be outstanding for a period of three to six months. 
In addition, lawyers and chartered accountants often find 

that certain specific assignments for clients will require 

six months to a year to finalize before they are in a position 
to actually send a billing to a client. This can mean that 
from the inception of the particular assignment until payment 
is received, a time lapse of a year Is not uncommon. During 
this period the lawyer or chartered accountant has to pay his 
staff's salaries, pay his rent, meet other business expenses 


and also pay his own living expenses. 


In the past, professional people received some relief for 
the large amount of working capital tied up in work-in-progress 
and accounts receivable because they were able to calculate 
their income, for tax purposes, on the cash basis. if the 
Provision of Paragraph 5.46 of the White Paper that the pro- 
fessions will calculate their income on the accrual basis is 
implemented, the result will be an increase in tax payments by 
professionals in the early years of their careers; and ‘a 


consequent decrease jn working capital. 
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Professionals in practice have to pay for the cost of 
re-educating and updating their education out of their own 
pockets. In addition to the cost for a one, two or four week 
course (as the case may be), there is also the loss of chargeable 
time to the firm. Postgraduate study or re-education in the 
past has been an expensive item for the medical profession. 

Today all professions require extensive postgraduate courses. 
The loss of a partner's billing time In a law ora chartered 
accountants firm or a medical or dental clinic while he is 
engaged in re-education will increasingly become a major drain 


on the working capital of the partnership. 


Because of these reasons it is only equitable that 
professions which cannot incorporate should be allowed to have 
the income of their firms taxed on the same basts as Incorporated 
businesses and receive the benefits intended In the Income Tax 


Act for small businesses. 
METHOD OF OPERATION 


To implement such a scheme under the present income tax 
act would not appear to be too difficult. It could probably 
best be handled by adding a section to Division H “Exceptional 


Cases and Special Rules". This additional section should embody 


the following points: 
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The srights to, haveya professional firm taxed as a 


corporation would be by election. Once the election 


has been made it would be permanent. 


Any amounts owing by the firm to the individual partners, 
on which personal Income tax had been paid at the date 

of commencing an election to be taxed as a corporation, 
could be treated in the same manner as ''shareholders'! 


loans'' and repaid when the working capital of the firm 


permitted. 


Sn Only the firm income received from the practice of the 
profession should be treated for tax purposes as 
corporate income. Therefore, any investments would 
have to be made individually by the partners outside 
of firm business and income from these investments 


would, of course, be classed as personal income. 


4, The firm could pay salaries to partners. These salaries 
would be reported on T-4 forms and would be included 
by the recipients as personal income and treated as a 


business expense by the partnership. 


bie After the firm had paid its corporation income tax 
any distribution t6 the partners from atrene rae profits 


would be treated as a dividend, and would be subject to 


the 20% dividend tax credit, 


22622—8 
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lt would be necessary, in the event of a partner leaving 
or retiring, to apportion any payment to him correctly 
between undistributed income on hand at the date of his 
retirement, and any true capital that he had invested 

in the firm which would not be subject to tax. In this 
particular case it could be clearly spelled out in the 


Act that the first distribution would be considered a 


distribution of undistributed income and would be taxable 


income subject to the 20% dividend tax credit. 
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APPENDIX 17 


MCINTYRE 
TORONTO 1, ONTARIO 


April 27, 1970 


Mr. Roland B. Breton, 

Executive Secretary, 

Senate Committee on Banking, Trade 
and Commerce, 

The Senate, 

Parliament Buildings, 

Ottawa, Canada 


Dear Mr. Breton: 


During the hearing of our brief, an extract from 
"The Financial Times of London" was read into the record for which 
I was asked to supply the date. The article in question appeared on 
Wednesday, February 4th, on page 19 of that newspaper, 


If it is not too late to do so, I should like to draw 
to the attention of the Committee a quotation from a paper entitled, 
Mineral Policy," prepared by the Minderal Industry Research 
Laboratory of the. University of Alaska for the North Commission 
appointed by the Government of Alaska, which reads as follows: 


“During the past twenty years there has been a spectacular 
growth of the mining industry in Canada; in this same period 
metal mining in Alaska has steadily declined, As suming that 
geological conditions are somewhat similar, it would seem 
pertinent to list practices, laws, customs, and economics 
that are similar or that differ in Canada and Alaska. 


eee ae listed aboves: economics is the most 
hee: 5 en economics are discussed, cost is generally 
however, « te. 1) cost is of prime importance, There is 
consid = = ==" = pnts aspect to economics that must be 
ered; and that is the fact that there seems to be less 


incenhinn fot at there seem 
sicentive for the Alaskan population to utilize the natural 
resources of the country than in, sa northern i 
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MA Blew sis partially alsoa social phenomenon and includes_ 
the attitudes of the people toward government and of the 


government's attitude toward the exploitation of natural 
resources, '! 


The Company wishes to express its appreciation 
to the Committee for allowing us a hearing at such an early date. 


Yours very truly, 


A. G. Goodeve 


Treasurer 
AGG: lf 


22622—83 
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APPENDIX 18 


Cgiley. Cope Drbeow: Hansard, Marler, Montgomery U SN itt 


ocala, Aarln ad Solidi 


May 14, 1970. 


The Honourable Salter A, Hayden, 

Chairman, 

Committee on Banking, Trade and 
Commerce, 

The Senate, 

Parliament Buildings, 

Ottawa, Ontario. 


Dear Sir, 


Re: Liberian Iron Ore Limited (Lio) 


Enclosed please find a hypothetical statement which 
indicates the estimated Canadian Income Taxes which would 
have been paid by the above-mentioned Company during the 
years 1961 to 1969, inclusive, had the proposals contained 
in the White Paper been in effect during those years. 


The statement was prepared in response to a request 
when the representatives of the above-mentioned Company 
appeared before your Committee on Aprile, uSKOn 


Yours truly, 


David C. Gavsie 


DCG/pk 
Encl. 
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LIBERIAN IRON ORE LIMITED (LIO) 


Statement (hypothetical) showing the estimated Cana‘jian Income Taxes which 
would have been payable to Canada, 


(A) assuming 


(B) 


1961) 
1962) 
1963 


1964 
1965 
1966 
1967 
1968 
1969 


ar. a 50% rate of corporate tax for Lio; 


ee payment of the balance of profits each year 
as a dividend (within the year) subject to 
withholding taxes; 


D's a rate of conversion of $1.08 Canadian for 
GLICO Wasoe chee! 


Corporate Corpor - 


Profits ate Tax 
(Unie at 50% 
Dollars) 

(Seo 2aesc5 
Losses 
Capital- 
ized 
Osc Or W59 

(ignored ) 

308 166 
3,422 1,848 
3,439 1,856 
oe a 16eu 
4,020 ee a 
5,198 2,807 


on interest - as taken from page 7 of submission of March 12, 1970. 


Withholding Tax (15%) Totals Additional Totals 
Dividends Interest (including to bring (including 
withholding with- with- 
at 15% holding holding 
to 25% at 25% 
ee ee Tousands of Dollars =) Canadianu=sss—s===-—=——————————) 
23 23 16 59 
2h 24 16 ho 
oat Pil 14 MD 
15 17 198 21 219 
166 14 2,028 120 2,148 
ake 26 Dealers 179 2,505 
25m 14 2,086 176 2,262 
294, 14 2,479 205 2,684 
378 15 5,200 262 3,462 
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APPENDIX 20 


CANADIAN CONSTRUCTION ASSOCIATION 


CONSTRUCTION HOUSE, 151 O’CONNOR ST., 
OTTAWA 4, CANADA 
AREA CODE 613/236-9455 


CROCE (| 2 ge? I lt ee 


ApELL 40. .19 70. 


Hon. J.J. Connolly, 
Room 271-8, 

The Senate, 
Parliament Buildings, 
Ottawa 4, Ont. 


Dear Senator Connolly: 


During this morning's hearing you made particular 
reference to northern development construction and the high 
risk nature of construction operations generally. I commented 
that a good deal of northern construction work was being 
carried out and that it was associated with above-average 
risks on the part of both the contractor and the investor. 
Further, that many of the recommendations contained in our 
Brief related directly to the desirability of recognizing 
the uncertainties and variables in construction operations, 
such as are summarized on pages 8 and 9 in our submission. 


One of the recommendations contained in the Brief 
has specific reference to construction work up north and in 
other remote areas. This advocates that higher capital 
cost allowances be provided for construction equipment 
that is used on such projects and is abandoned on the 
completion of the work because it is too expensive to 
bring it back. (page 32, penultimate paragraph). Also, 
reference is made to the need for higher capital cost 
allowances for generating sets used by contractors as 
a main source of power on remote sites. (page 33, second 
paragraph). 


Finally, Appendices E and F show the profit and 
loss Statistics and bankruptcy figures for the construction 
industry. It will be noted that, on average, over one third 
Of 7ehe construction companies report a loss on their year's 
work and that there: were approximately 450 bankruptcies 
reported last year in the construction industry. The latter 
number was exceeded only by the number in Trade. 


Yours sincercly, 


SDCC* 
eu Gencral Manaper, 


Banking, Trade and Commerce 


APPENDIX 21 


THE’ TORONTO OTOCK EXCHANGE 


August 7TH, 19/0. 


THE HONOURABLE SALTER A. HAYDEN, 

CHAIRMAN, 

THe STANDING SENATE CommiTTEE ON 
BANKING, TRADE AND COMMERCE, 

THE PARLIAMENT BUILDINGS, 

OTTAWA, ONTARIO. 


DeaR SENATOR HAYDEN? 


IN OUR LETTER OF JUNE 30TH TO YOU, WE ENCLOSED A COPY 
or THE New York STOCK EXCHANGE STUDY ON CapiTAL GAINS TAXES, 
AND SAID THAT WE WOULD ATTEMPT TO SECURE SOME MATERIALS ON A 
PARALLEL STUDY DONE BY THE U. S. TREASURY DEPARTMENT. 


| AM PLEASED TO INFORM YOU THAT WE CAN NOW PROVIDE 
YOU WITH SOME MORE EXACT DETAILS or THE U. S. TREASURY STUDY. 


ON PAGES 199 AND 200 OF A BOOK ENTITLED "ALTERNATIVE 
APPROACHES TO CAPITAL GAINS TAXATION BY MARTIN DAVID, REFERENCES 
ARE MADE To THE U. S. TREASURY STUDY. INSEFFECT; THE/OTUDY 
CONCLUDES ®THATDWITH A “LESSER, CAPITAL, GAUNS TAX RATE, THERE WOULD 
BE A SUBSTANTIALLY GREATER REVENUE ACCRUING TO GOVERNMENT BECAUSE 
THE TURNOVER RATE OF ASSETS WOULD BE ACCELERATED. 


| AM ENCLOSING COPIES OF THE Paces 199 AND 200 MENTIONED 
ABOVE. 


For GREATER DETAIL YOU WOULD HAVE TO SECURE A COPY OF 
"Presipents! 1963 TAX MESSAGE, HEARINGS BEFORE THE House CoMMITTEr 


on Ways AND MEANS, OG CoNGRESS 1ST SESSION (1963) Pte re: 63 ano 708. 


| TRUST THIS !1S HELPFUL. 


YOURS TRULY, 


HWFM/ow H. W. F. McKay. 
ENCL. 
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Proposals to Reduce the Lock-in Lffect 


eains from the tax base was increased, the income tax would ap- 
proach a schedular tax Jevied largely on recurrent contractual pay- 
ments of rent, interest, and salaries, Other forms of income could be 
converted into capital gains. The incentives to convert profits, divi- 
dend payments, and other returns to entrepreneurial activity into the 
form of capital gains would become progressively greater as the 
marein between capital gains and ordinary income taxation was 
widened. Taxpayers could and would take advantage of the difficulty 
of defining cligible transactions to convert their receipts into capital 
gains. 

Countries that have applied a schedular tax to income that ex- 
cludes capital gains have discovered that a large proportion of the 
income of high-income persons escapes taxation.’ 

The taxpayer compliance costs, Jegal fees, and management effort 
that would be required in ferreting out the Opportunities for tax 
avoidance would be augmented by a greater exclusion of capital 
gains from income. Greater stress would be placed on the weak links 
in the present capital assets definition and the arbitrary devices used 
to separate ordinary income from capital gains. The administrative 
eflort devoted to litigation and auditing capital gains deductions 
would have to be increased. Tax yields would be reduced by a con- 
tinuing erosion of income presently taxed at ordinary rates. 

The effects on the capital market of a greater exclusion of capital 
gains would be mixed. Increased trading and increased Savings 
would be associated with a lower level of disincentives and more 
preferential treatment of income saved through appreciation. How- 
ever, the increased rates of retention of corporate earnings stimu- 
lated by the preferential capital gains tax might increase capital 
rationing and reduce the availability of funds to fledgling enterprises. 
(Sce pages 150-55 and 174-80.) 

The New York Stock Exchange and the Treasury Department 
both have estimated that cnough trading of assets would be induced 
under a system of reduced inclusion to increase Treasury revenues 
permanently. Reduced inclusion thus could finance a limited reduc- 


1 sess, (1955), pp. 367-81. Reduced inclusion and a reduced maximum alternative 
Fale were recommended in the New York Stock Exchange's interview study reported 
nA New Look at the Capital Gains Tax Rate (New York Stock Exchange, 
October 1965), 

* Richard M. Titmuss, Zncome Distribution and Social Change; A Study in Criti- 
cism (London: George Allen & Unwin, 1962). 


a ee) ee 


Banking, Trade and Commerce 


Alternative Approaches to Capital Gains Taxation 


tion in current tax rates. Any economic effects of this change in ta. 
structure would be secondary in character. The Treasury has est. 
mated that with the capital gains deduction increased to 70 percent, 
there would be a net revenue increase of approximately $600 million 
when the proposal was fully effective.” The New York Stock Ex- 
change estimated that a $120 million increase in revenues would be 
associated with the sale of stocks if the deduction were increased to 
60 percent and that the alternative tax would provide for a maximum 
rate of tax on capital gains of 20 percent. An increase in revenues of 
$320 million would result from sales of stock if the d. luction were 
increased to 75 percent of capital gains and the alternative maximum 
rate were reduced to 12.5 percent. Since the gains on corporate stock 
comprised slightly less than half of all gains realized in 1959, one 
would expect an aggregate increase in revenues of perhaps twice as 
much. However, it is likely that the turnover of assets of other type 
would be less influenced by tax considerations. Real estate and busi- 
ness assets are less liquid and more likely to be held for current in- 
come. 

A reduced percentage inclusion would have some positive eco- 
nomic effects—at an unpredictable cost of increased distortion of in- 
vestment activity toward areas particularly favored by capital gains 
treatment, and of decreased equity in the tax structure. 


Roll-over of Capital Gains 


Several proposals to mitigate the lock-in effect of capital gains tax- 
ation call for the postponement of tax liability so long as the proceeds 
of an asset transaction are appropriately reinvested. This proposed 
modification of the income tax has been termed a “roll-over of capt- 
tal gains.” 

Since roll-over is basically a principle for determining the timing 
of tax payments on capital aains, it could be incorporated into any 
one of many systems for taxing capital gains. Gains may be taxed at 


2 president's 1963 Tax Message, Hearings before the House Committce on Was 
and Means, 88 Cong. 1 sess. (1963), Pt. 1, pp. 63 and 708. The immediate reve e 
loss would be $110 million on the present tax base for individuals; however. ae 
increased turnover of asscts would produce a $450 million INCTeAse; and Uae 
changes associated with the increased level of economic activity stimulated by Urs 
tax cut proposed in 1963 would produce a $260 million increase. 
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AN ESTIMATE OF THE COST OF THE GRADUATED 
DIVIDEND RECEIVED CREDIT AS PROPOSED DM THE is Ged. 
SUBMISSION RE THE PROPOSALS FOR TAX REFORM 


The Toronto Stock Exchange submission The White Paper 


and 


a a — 


page 22 of the submission) that the White Paper proposals regarding 
the integration of corporate and personal income taxes not be 
implemented. It recommends instead that a graduated rate of dividend 
tax credit be substituted for the present 20% flat rate. ‘The 
submission sugpests (page 22) that: 

"It would be possible by selecting appropriate 

rates of credit to confer the same degree of 

relief from double taxaticn to all shareholders, 

regardless of their marginal tax rates. Such a 

gradvated system would satisfy the equity 

requirements advanced in the White Paper, while 

avoiding the discrimination, bias, and other 

distortions generated by the White Paper proposals." 

A graduated dividend received credit ranging "from, say, 
25% for low~incowe investors, to possibly 15% for high-income investors" 
was recomended. It was estimated that this graduated credit scheme 
would cost the Treasury about the same as the present credit provision 
and would thus be less costly than the White Paper integration proposals. 
The Wit 4 Pea eee Me ead Migr 
The White Paper estimates (para. 8.22) that the additional costs of the 
-ntcgration proposals given in that Paper would be in the range of $140 
million to $230 million. 
The T.S.E. submission further recommends that the saving 


resulting from its s nets re ec . 
v +om Its suggested craduated dividend credit be used to 
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permit implementation of a more modest capital gains tax. The 
submission then adds: 

"It is our considered opinion that the combination 
of a more modest relief from double taxation, 
together with a lower rate of capital gains tax, 
would cause the capital market to respond in such 
a manner as to promote a more satisfactory rate 
of development of our uncxploited economic 
opportunities than would prevail were the White 
Paper proposals implemented." 

To the extent that available data permit, the attached 
calculations demonstrate the comparability in cost to the Treasury of 
the suggested 15-25% graduated credit and the existing 20% credit. 
Using the latest published taxation statistics (1967) and structuring 
the graduated scale such as to grant approximately equal proportionate 
relief to all investors, these calculations indicate a cost to the 
Treasury in the order of $107 to $110 million, depending on whether a 


"Taxable Returns" or "All Returns" basis is used. The actual cost of 


the existing 20% credit was almost $106 million. 
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METHODOLOGY 


NOTE 1: In order to assure that all investors should have approximately 
the same proportionate degree of relief, the rate of dividend 
tax credit allocated to each class of income has been 
calculated according to the formula: 

*re c(ist) 
t(1-p) 

* See page 28, 'The Income Tax Burden on Canadian 
Stockholders’, J.R. Allan. 1966 Canadian Tax 
Foundation for derivation of this formula. 

where r = ratio of the dollar amount of credit claimed to 
the dollar amount of differential taxation. Differential 

tax shows how the corporate and personal income tax burdens 
on a stockholder's share of corporate earnings compare with 


the burden that the stockholder would incur in respect of 


an equal amount of income from a non-corporate source. 


c = rate of dividend received credit 
t = rate of corporation tax 
p = marginal tax rate of the investor. 


Setting c= 0.15, t = 0.50, and p = 0.512 (this assumes 
that a 15% dividend received credit is granted to investors 
in the highest tax bracket proposed in the White Paper), the 
proportionate degree of relief (r) is equal to 30.74%. 

Using the same formula, and hoiding the degree of proportionate 
relicf constant at 30.74%, the appropriate dividend tax credit 
rates were calculated (to the nearest whole number) for the 
range of marginal tax rates corresponding to the income classes 


shovnm beiow. 
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Approximate Proposed Actual Deprees* 
; Marginal Tax Dividend of Proportional 
ae ms Rate for Class* Jax Credit RELLCEs ya 
ass NGC Cred Ose ee 22 eS 
$0 - 1,000 224% 25% Bevein 
1- 5,000 ZLet 22 30.43 
15 ~ 20,000 45.3 17 31.08 
20,000 + Sle2 15 30.74 
hi ** The actual degree of proportional 
* In peneral, this represents an average of 
ae marginal tax rates of the various relief varies slightly between 
income groups composing the income class. income classes because proposed 


dividend tax credit rates are 
rounded to the nearest whole number. 


NOTE 2: Taxable income classes are derived from the "income classes" 
shown in Table 2 of the 1969 Edition of Taxation Statistics. 
The conversion from "income class" to taxable income class 
was achieved for each class by subtracting the average 
"exemptions and deductions' (from items 1 and 36 in Table 2) 
from the average income class figure. The resulting taxable 
income figures were then grouped as shown above. The Table 


below shows the relationship between taxable income classes 


and income classes, 


Taxable Income Clzss Income Class 


l. No Tax Under $1,100 


207081 4 ih, 000 $ 1,100 - 8,000 


3. $5 = 10,000 $ 8,000 - 15,000 


4, an ls 
$10 - 15,000 $15,000 - 20,000 


e 


6. $20,000 + 


— 


$25,000 
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NOTE 3: There would normally be no.taxable returns where income {fs 
less than $1,100. Wowever, certain returns in this class 
are taxable, for reasons such as the following: 

a) persons resident in Canada for only part of a tax year 
are granted exemptions calculated on the same basis. 

b) Non-residents of Canada do not receive personal 
exemptions but may derive small incomes from Canada. 

c) Certain returns are taxable only in respect of lump 
sum pension payments which are excluded from total 


income. 


NOTE 4: The ‘dividend tax credit' figure should, in theory, be equa] 
to 20% of the gross dividend figure. In fact, it is less 
than this for every income group. One explanation for this 
may be that some shareholders may not be aware of the right 
to claim the credit. Another explanation may be that certain 
lower income shareholders may not have sufficient tax 
liabilities against which the dividend tax credit can be 


offset. 


NOTE 5: The method of calculating the dividend credit received under 
the proposed graduated scale implies that all taxpayers can, 
and do, claim the full amount of tax credit to which they 
are entitled. If no rebate is granted where the credit 
exceeds the tax liability and/or to the extent that some 
taxpayers do not claim the credit to which they are entitled, 


the cost to the Treasury will be less. 


22622—9 


| 
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CONCLISTON 
Column (p) of the Table shows that the cost of the 
graduated scale in 1967 would have been closely comparable to the actual 


cost of the flat rate 20% scheme, ($107.2 million against $105.8 million 
for taxable returns) .* 

In order to show the maximum potential cost of the 
proposed graduated scale of divident credit, the cost has been 
calculated for all returns as well as for taxable returns. Once again 
the cost of the graduated scheme, at $109.8 million, is very similar to 
the actual cost of the 20% flat rate of $105.8 million: 

Moreover, as already noted in Note 5 above, the 
calculation of the costs of the graduated scheme assumes that all 
taxpayers will claim the full amount of their dividend credits and that 
tax refunds will be made to those shareholders who do not have sufficient 
tax liabilities to make use of the dividend credit. A tax refund of this 
kind is not an essential part of the T.S.E. proposal and need not be 
incorporated in a graduated dividend credit scheme if it was thought 
undesirable for administrative or other reasons. If tax refunds are not 
granted and if, as seems likely, some taxpayers fail to claim their 


dividend credits, then the cost of the graduated scheme to thé Treasury 


will be less than calculated above. 


The cost in 1969 of the graduated dividend tax credit outlined above can 
be estimated by allowing for the growth in dividend income since 1967. 

The DBS National Accounts average annual rate of increase for “interese, 
dividends, and net rental income of persons" for the period 1963-1967 

was 7.3%. Applying this growth rate to the total dividend tax credit for 
all returns indicates that the ¢ost would have been $126,363,000 in 1969. 
ee sane growth rate for the next five years gives a cost in 1974 of 
9479,730,000. it should be noted that this estimate makes no aliovance 


for y twWAY an j j 
any increase in dividends brought about by the tax system peepesed in 
the White Paper, 
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APPENDIX 22 


TEXACO CANADA LIMITED 


1425 MOUNTAIN STREET 


MONTREAL 107, QUE. 


VULY AZ, wl 920 


The Honourable Salter A. Hayden 

Chairman, 

The Standing Senate Committee on 
Banking, Trade and Commerce, 

The Senate, 

Ottawa, Canada. 


Dear Senator Hayden: 


During the appearance of Texaco 
Canada's representatives before your Committee 
on June 10th Senator Everett requested that we 
provide supplementary information regarding the 
company's effective tax rates. We were also asked 
to suggest means of financing government programs 
if tax rates competitive with those prevailing 
in the U.S. were adopted by Canada. We were 
further requested to comment on the possible use 
of a value-added tax as a means of providing ad- 
ditional government revenue. 


The above are dealt with in turn 
hereunder. 


EFFECTIVE TAX RATES 


There are various methods of com- 
puting such a rate. We have included two. We 
believe the most appropriate is based on taxable 
inccme as illustrated on Statement I because aha 
permits a more realistic comparison with other 
taxpayers in the industry as well as with taxpayers 
engaged in other industries. 


You will note that Statement I 
adds to the income base, depletion allowances 
claimed, as well as capital taxes levied by the 
provinces of Ontario and Quebec under their 
Corporation Tax Acts, which taxes have been charged 


1) 
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in computing income subject to income 
a are cEEe capital tax includes a special 
annual levy against refining and telephone com- b 
panies operating in Quebec, being one-third of 1% 
of paid-up capital, as defined. In addition, the 
capital tax on petroleum marketing and refining 
companies in Quebec is substantially higher than 
the rate applicable to ordinary companies. 


Statement I indicates an effective 
tax rate for Texaco Canada of 49.2% in 1969 and 
50.3% in 1968. 


As indicated during our appearance 
before your Committee June 10th and as well as in 
our formal submission, the oil producing industry 
contributes very heavily to public revenues in 
a manner unequalled by any other industry. No 
realistic assessment of the impact of the industry 
on government revenues is possible without taking 
such items into consideration. For example, during 
the past 10 years Texaco Canada paid to govern- 
ments $33.3 million for mineral rentals, royalties 
and bonuses whereas income taxes applicable to 
producing operations for the same period totalled 
$14.3 million. Since 1947 the industry as a whole 
has contributed about $3.6 billion to governments 
by way of mineral payments, an amount far in ex- 
cess of income taxes paid because only a relatively 
few companies have earned sufficient income to 
require the payment of such taxes. These few 
statistics illustrate that the petroleum industry 
has made and is continuing to make a Significant 
contribution to government revenue even though 
many companies in the industry have not yet earned 
sufficient income to be in a taxable position. 


Most of the mineral payments to 
date have been made to the provinces, primarily 
the wrOvince of Alberta. However this has resulted 
in direct benefits to the federal government in 
eliminating Alberta, and to a lesser~extent-8-¢-, 
Saskatchewan, and Manitoba from federal equalization 
grants. Further, the potential direct benefits 
to the federal government are great considering that 
more than 80% of the oil rights now held under 
lease are federal lands. With adequate incentives 
to spur exploration coupled with future successes, 
the federal government's share of direct revenues 
could be Substantially increased. 
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Statement II indicates effective 
rates of taxes based on book income as published 
in the company's 1969 report. The rates computed 
in this manner were 45.3% for 1969 and 45.8% for 
1968. We suggest that this method of computing 
effective rates of tax is misleading because wide 
variations occur from year to year for the same 
companies and between corporations in different 
industries, depending upon the amount of capital 
cost allowance, exploration costs, accounting prin- 
ciples followed etc. The rate would be affected 
by depletion claimed and to this extent Texaco 
Canada's rate should be lower than that of non- 
resource industry corporations, but it is also 
affectec! substantially by costs claimed for tax 
purposes in a period different from the accounting 
period in which they are charged against income. 


BALANCING THE BUDGET 


As indicated in our formal sub- 
mission, we strongly believe that Canada's tax 
rates must in the long run be competitive with 
those prevailing in the U.S. to permit us to com- 
pete effectively for capital and manpower with 
the ultimate objective of providing a standard 
of living to Canadians comparable to that enjoyed 
by U.S. residents. We recognize that differences 
in social benefits and conditions may permit a 
discrepancy in personal tax rates for certain 
groups of people but care must be exercised to en- 
sure that the country's most productive people 
are encouraged to employ their talents in Canada. 
Higher tax rates in Canada which are applied to 
middle and upper income groups to provide increased 
social welfare to the poor would likely keep the 
poor in Canada but encourage the more skilled 
and highly mobile middle income groups, who are 
asked to carry the burden, to accept more attractive 
opportunities elsewhere. 


A reasonable balance must be struck 
between the services Canadians want to provide, 
as interpreted by the government, and what the 
economy can afford. In this respect we should 
not expect to keep too far ahead of our major 
international competitors without having adverse 
economic effects on Canada. 
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Some Canadians including officials 
of the Department of Finance, believe that all 
residents of this country must accept as inevit- 
able the necessity of carrying a heavier tax 
burden than the Americans because the desired levels 
of benefits in Canada are higher while produc- 
tivity and incomes are lower. We believe such 
a conclusion would be disastrous economically if 
accepted by governments and most discouraging to 
Canadians having aspirations of closing the standard 
of living gap existing between themselves and their 
American friends. 


Canada is blessed with abundant 
natural resources, a reasonably well-educated work 
force and established trade patterns which, if 
carefully exploited to the maximum, should provide 
the base for a standard of living equal to or better 
than that of any country in the world. Governments 
should try to establish an economic dimate con- 
ducive to achieving this end. Two essential fea- 
tures of a satisfactory climate are; firstly, 
competitive levels of taxation and secondly, the 
establishment of policies which would encourage 
the flow of capital and human resources to indust- 
ries that can compete in world markets on an equal 
footing. 


Natural resource development in- 
dustries are prime examples of industries capable 
of creating wealth for the benefit of Canada 
provided they are not handicapped by taxation and 
other burdens which exceed those carried by their 
international competitors. 


Natural resource-development in- 
dustries stimulate the development of related pro- 
cessing and manufacturing industries as well as 
Secondary manufacturing operations of existing 
industries. Mineral development also stimulates 
the growth of related service industries and a high 
degree of new technology, providing increased 
employment opportunities for Canadians. 


The history of the development of 
the province of Alberta during the past few de- 
Cades demonstrates the contribution of the oil 
industry to the Progress of.that province. At 
the time of the Leduc discovery in 1947 Alberta 
was in a period of very slow population growth ; 
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because the primarily agriculturally-based economy 
required fewer workers due to increased mechan- 
ization. Immediately following the Leduc discovery 
the population grew at a rapid rate. The increase 
in the five year period 1951-56 was 20%, almost 
entirely due to oil development. 


The primary oil development at- 
tracted related development including transportation 
and processing facilities. Secondary industries 
such as chemicals, oil .refining, steel and manu- 
facturing of a broad range of goods sprang up. 

One authority has estimated that Western Canada's 
population is now between a million and a million 
and a half greater due todl development than would 
otherwise have been the case. This was accomplished 
at no cost to the federal treasury. The conse- 
quent development has produced wealth that has 

been shared by all Canadians. 


To repeat, government policy should 
be aimed at encouraging further development of the 
kind outlined above. The result would have the 
double barrelled effect of providing, fuller em- 
ployment which would reduce the need for additional 
welfare schemes, and a broader tax base to pro- 
duce revenue for essential government services. 
The adoption of the White Paper proposals would 
have the opposite effect, i.e. it would discourage 
development in the long-term resulting in reduced 
employment and a narrower tax base. 


The gap between Canadian and U.S. 
tax rates could not be closed immediately without 
incurring deficits but we believe a determined 
effort should be made to eliminate the differences 
in as short a period as possible. This will be 
possible only if expenditures are curtailed and 
policies are adopted to expand production to increase 
tax revenue. 


VALUE-ADDED TAX 


The Canadian economy cannot afford 
any new taxes which add to the total tax burden 
because the total tax load in relation to total 
output of the country is already excessive as com- 
pared with our international neighbours. A value- 
added tax should therefore be examined from the 
point of view of a substitute for other forms of 
taxation. 
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During recent years there has been 
a movement towards adopting value-added taxes, 
particularly among European countries. »In some — 
cases it is used as a means of reducing corporation 
taxes on the theory that this system gives manu- 
facturers a competitive edge in foreign markets. 
The theory is based on the argument that corpor- 
ation taxes are built into the cost of manufactured 
goods thereby increasing their cost and consequently 
limiting their markets whereas value-added taxes 
are paid entirely by domestic consumers on locally 
manufactured goods as wel].l as imported products. 


The above theory has been challenged 
by a number of observers on the grounds that the 
value-added tax increases the cost of living and 
consequent wage demands of workers, thereby in- 
creasing the cost of product:ion in the long run. 
Experience in European countries has proven that 
the tax tends to be inflationary, particularly 
if implemented during prosperous economic periods. 
The Netherlands, Denmark and France all experienced 
immediate inflationary price increases upon the 
imposition of the tax. For fear of further upward 
price pressures Belgium and Italy have delayed the 
planned imposition of the tax until 1971 and 1972 
respectively. 


Canada already has a system of taxing 
commodities, which many critics suggest is a form 
of VAT. The federal 12% sales tax on manufactured 
goods is the largest single element in the commo- 
dity tax system in Canada. The tax is a single 
stage tax applied at the manufacturer's level 
with exemptions for such items as food, fuels, 
drugs, production machinery and goods used in the 
manufacture of taxable goods. The tax is levied 
on imported goods but is excluded from exports. 


Excise taxes and duties, in addition 
to the general Sales tax, are applied to specific 
commodities at varying rates. Examples are tobacco 
products, alcoholic beverages, television sets, 
toilet articles, jewellery, etc. 


Provincal governments levy commodity 
taxes in the form of retail sales taxes and taxes 
on specific goods such as gasoline, liquor and tobacco. 


~—— 
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The total taxes and duties on commo- 
dities levied by the federal and provincial govern- 
ments produced in excess of 40% of tax revenue 
received by such governments in 1967. A value- 
added tax would presumably require a revision of 
the present commodity tax system to prevent such 
taxes from becoming an unreasonably high proportion 
of the total cost of goods. Such a revision would 
require joint action by federal and provincial govern- 
ments because this field is presently shared by 
both levels of government. The variations in tax 
rates from province to province would add further 
difficulties to effecting changes. 


Sales taxes, including value-added 
taxes, are generally considered to be regressive 
because they relate to consumption rather than 
income. Their regressivity may be reduced by 
establishing a system of exemptions for basic 
necessities but such exemptions seriously erode 
the base and reduce the revenue potential unless 
very high rates are levied on goods which are taxed. 


In conclusion, we do not recommend 
the adoption of a new value-added tax for Canada. 
The present system of commodity taxation is suf- 
ficiently similar to a VAT to obtain most of its 
benefits as a revenue producing tax and has the 
added advantage of being tailored to suit the 
country's peculiar constitutional requirements. 


We wish to thank your Committee for 
the opportunity of discussing our submission on 
June 10th. We hope it will be helpful in the 
preparation of your report. If there is any 
point on which you would like further elaboration 
or an expression of opinion, we would be happy to 
comply. 


Yours very truly, 


/1w 
Encl . 
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STATEMENT I 


TEXACO CANADA LIMITED 


COMPUTATION OF EFFECTIVE TAX RATE ON TAXABLE INCOME 
BEFORE DEDUCTING DEPLETION ALLOWANCES 


(Millions of 


Dollars) 
TOTAL COMPANY 1969 1968 
Taxable income as filed S27 ols $29.0 
Add: Depletion Allowance 3 re 3.4 
Provincial Capital Taxes we ve 
Adjusted Income Base $30.9 $32.6 
Taxes Paid: 
Federal and Provincial Income Taxes $14.9 $16.2 
Provincial Capital Taxes =e we 


Effective Tax Rate 49.2% 50.3% 


vr 


PRODUCING DEPARTMENT 


Other major payments to governments 
which are unique to the petroleum : 
industry - 
Royalties $ 3.4 $ 2.4 
Lease Rentals oe aah 
Lease Bonuses 8 4 

i, 

$4.3 $2.9 

% 

Income Taxes Applicable to production 
and exploration operations $_4.1 $_4.1 ; 

——S —— 


Other payments (above) expressed as 
a percentage of income taxes ap- 
Plicable to producing and explor- 
ation operations 105% 12% 
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STATEMENT II 


TEXACO CANADA LIMITED 


EFFECTIVE TAX RATE COMPUTED ON BOOK INCOME 
YEARS 1968 AND 1969 


eS 


(Millions of 


Dollars) 
1969 1968 
Book income (before 
extraordinary item) S23 $20.8 
Add: 
Income Taxes - Current 14.9 16.2 
- Deferred Capea D4 
Provincial Capital Taxes Be we 
Base $39.0 $38.4 
Income and Capital Taxes 
(Above ) Ss oe. $17.6 
Effective Tax Rate 45.3% 45.8% 
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APPENDIX 23 


SUPPLEMENTARY SUBMISSION BY SYNCRUDE CANADA LTD. 
WITH RESPECT TO PROPOSALS FOR TAX REFORM 


This submission is supplemental to the submission already 
filed unde: date March 1970, It derives from questions asked by 
Members of the Standing Senate Committee on Banking, Trade and Com- 
me.ce in the course of the appearance before that Committee of the 


company's representatives on April 29th, 1970. 


i Syncrude's original submission proposed that exemption 
from abolition of the three year mining exemption and percentage 
depletion allowance now contained in the Income Tax Act be granted 
for the Athabasca tar sands as opposed to any particular project 
oeing carried on by any particular taxpayer or taxpayers therein, 
As an alternative to basing the exemption on a geographic defini- 
tion (and in fact there are two or three other tar sands deposits 
in Canada that are not part of what is commonly described as the 
A.nabasca tar sands) Syncrude's representatives were asked if a 
definition could be put forward so that the exemption from the 
Wiite Paper proposals could be set forth in terms of a description 


of the extraction process itself, 


As that alternative, Syncrude would submit that exemp- 
tiva be granted from the White Paper proposals to abolish the 
1 * < . 
three year mining exemption and percentage depletion allowance for 


ats ; 
income derived from mining bituminous sand", 


That phrase parallels the wording of present provisions 
of the Income Tax Act contained in section 83(5) and 83(6)(a), and 


sho ‘ ‘ A ; 
wld accordingly fit easily into the general context and construc- 


tion of that Statute, 
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Tas Syncrude's representatives also undertook to submit some 
supplementary ideas on the question of mechanics, i.e., how the in- 
come from the process thus described, or from processing Athabasca 
tar sands if the exemption is expressed in geographic terms, would 
be identified so as to qualify for such exemption. On considering 
this poinc, it appears that income from a particular source (how- 
ever that source is described, whether as an area or as a process) 
would be most effectively Eeeeeed from the White Paper proposals 
by simply providing that income derived from the prescribed source 
would qualify for the exemption, or to put the matter positively, 
would qualify for three year exemption and percentage depletion 
allowance. That is essentially the approach taken in section 83(5) 
of ine present Income Tax Act, which speaks of "income derived from 
the operation of a mine", The present percentage depletion allow- 
ance is provided for in sections 1200 and 1201 of the Regulations 
made pursuant to the Income Tax Act and it is provided in section 
1201(2) and 1201(5)(f£) that the deduction is 33-1/3% of a taxpayer's 
production profits, which are those profits reasonably attributable 


to the production of oil, gas, minerals, etc. 


Such a provision would leave the onus where it now rests 
upon the taxpayer to allocate or identify his income as coming from 
a particular source, a matter that has not given rise to any par- 


ticular difficulty in the present taxing structure, 


a, Synerude's representatives were also asked to comment on 
a proposal attributed to Shell Oil Company of Canada to substitute 
a fast write-off with a carryforward provision coupled with a gross 
depletion allowance of, say, 20% for the three year tax-free period 
and present percentage depletion allowance based on net income, On 


consideration, we find that Syncrude, although agreeing in principle 
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with a gross depletion formula, cannot take a single position 
with respect to that proposal, and accordingly would prefer not 
to enter into any discussion of its merits, Two of the Syncrude 
participants, namely, Gulf and Imperial, have made submissions 


to this Committee representing their respective views on the 


Shell proposal. 


It remains our submission that regardless of what might 
be found suitable for the conventional petroleum and mining in- 
dustries, the Athabasca development should have a chance to pro- 


ceed according to the ground rules under which it has been planned 
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APPENDIX 24 


CORPORATION/SHAREHOLDER TAXATION 
RECENT U.K. AND U.S. AMENDMENTS 


RE CANADIAN WHITE PAPER PROPOSALS - NOVEMBER, 1969 


Generally, the present systems in this area of taxation seem 

to have been dictated by procedural and economic considerations, 
not only in the case of the U.K. and U.S. but also of such 
highly developed countries as France and Germany. Nowhere 

have we encountered the avowed objective of a government to 
eliminate double taxation on the grounds of fundamental equity. 


Indeed, the Chancellor of tne British Exchequer, in introducing 
the separate corporation tax in 1965, pointed out that the 
double taxation theory was a product of the last century when 
the few incorporated companies could be looked upon as large 
partnerships. In his opinion, modern business and taxation 
methods had made this concept obsolete, and it was logical 
today to impose separate taxes on corporations and individuals. 


Before dealing with the U.K. and U.S. system in detail, we 
would like to make brief reference to the German and French 
systems of corporation/shareholder taxation and make a few 
observations on the principles involved. 


Germany elected in the 1950's to reduce the level of taxation 
on distributed corporate profits. It did so in the main to 
create wider interest in public equity investment, apparently 
feeling that this was a sounder basis for economic growth 

than the then inordinate reliance on corporate earnings 
retained by businesses. Having thus decided to promote 
dividend distributions, it chose to do this through the 
corporation tax structure rather than at the shareholder level 
(15% tax on distributed profits as compared with 51% on 
undistributed profits). This approach had two side-effects: 
firstly, it enabled the government to make the distribution 
objective particularly effective, i.e. by making the 154 rate 
conditional upon immediate distribution of current profits; 
secondly, the tax reduction automatically became available to 
foreigners as well as residents, since shareholder tax credits 
were not involved in the system. 


In 1965, France adopted a 50% integration scheme basically 
similar to that proposed by the White Paper for widely-held 
Canadian corporations. it was motivated in this mainly by 
the fear that French capital was migrating to neighbouring 
countries which imposed lower overall taxes on distributed 
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It is significant, however, that France 
ion at the shareholder level rather 
and to deny the shareholder tax 
Now we 


corporate earnings. 
elected to reduce taxat 


than the corporate level, 
credit to non-residents ("France for Frenchmen"), 


understand that the latter objective is collapsing, since 
other nations are demanding the dividend tax credits for 
their residents in treaty negotiations with France. 


It is not Shell Canada's purpose to argue the merits of full 
and complete "double taxation" of corporate profits. Indeed, 
this could not be done in Canada without disastrous economic 
impact, in view of the existing tax reduction represented by 
the 20% dividend tax credit and the proposed capital gains 
taxation. In recommending separate corporation and dividend 
taxes, we wished to establish the unfavourable economic, equity 
and administrative cost consequences of the White Paper/Carter 
approach, which implies the "creditable tax" system. 


In our opinion, the Canadian government is wrong in disregarding 
the flexibility and basic simplicity of the separate tax system 
in favour of an intellectual concept and, as we see it, a futile 
search for fundamental equity. For example, perhaps corporation 
taxes should be reduced while dividends are fully taxed as 
ordinary income toshareholders. Or perhaps the corporation tax 
rate should be reduced only for distributed profits, with 
dividends taxed to shareholders as ordinary income, as Germany 
has done, We believe the White Paper proposals should have 

been based on such realistic analyses of economic objectives. 


United Kingdom 


Until 1965, distributed corporate profits were subjected only 
once to the standard income tax. The corporation was assumed 
to have already paid the tax and there was no further tax in 
the hands of shareholders (except surtax, where applicable). 

A feature of the system was that, where the shareholder was 
exempt or partially exempt from income tax, he could claim a 
tax refund from the Revenue in respect of his dividends even 
though the corporation may never have actually paid the tax, 
€.g. because of non-taxable gains, capital cost and investment 
allowances etc, 


bax Pome oy cae the separate flat-rate, non-creditable corporation 
; en @) in 1965, the Chancellor of the Exchequer stated, 

n addition to the remarks on double taxation to which we have 
already referred, four reasons for the change: 


1. ‘ ee ; F 
There was insufficient incentive for companies 
to retain earnings for growth. 


Th i 
The Sr ae of corporations was unduly 
ou leated (in addition to the creditable 
nco j 
Titers. corporations were subject toa 
ite Lax €alculated on. a different base). 
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3. The system could not easily be adapted to 
serve the economic aims of government. 


4. There were many anomalies and abuses, mainly 
taking the form of recovery of tax from 
Revenue which had never been paid in the 
first instance. 


Our London colleagues tell us that No. 4 was probably the main 
reason for the change, and there were apparently many taxpayers 
who thought that such abuses, along with the complications 
meterred to in No. 2, could have been correeted without 
complete abandonment of the integrated system. 


However, we are informed that criticism has largely died away 
and that, now that taxpayers are used to the new rules, the 
1965 system is aot basically unpopular. Our U.K. people do 
point out that there is continuing dissatisfaction with the 
absolute level of taxation of corporate earnings (corporation 
tax at 45%, plus the individual's standard rate of income tax 
on dividends at 41.25%, for a total effective tax rate of some 
68% on distributed profits). 


They also make a point which has a bearing on the general 
remarks we made earlier on the question of balancing relief 
at the corporate level and at the shareholder level: 


"The fixing of the corporation tax at a relatively 
low rate (for developed countries), with dividends 
taxed at the high U.K. personal rates, means that 
overseas investment is penalised, as tax paid 
overseas is frequently in excess of the U.K. 
corporation tax, but no relief for the excess can 
be claimed against the income tax on dividends 
paid. The overall tax burden thus becomes even 
higher than the 68% mentioned above. For a 
country which benefits very considerably, in the 
long-run, from overseas investment this, is,not 
considered to be desirable." 


United States 


For many years the U.S. has taxed corporations and individuals 
separately. However, until 1964 relief from "double taxation" 
was granted at the shareholder level by providing an annual 
$50 exclusion of domestic dividends from personal income, plus 

a 4% tax credit on dividends in excess of that amount. In 1964, 
the exclusion was raised to $100 and the tax credit reduced to 
oi: for 1965 and subsequent years, the tax credit was removed 
entirely. At the same time, the corporation tax rate was 
reduced from 52% to 50% in 1964 and 48% in 1965 and subsequent 


years. 
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f the report of the 
U.S. associates have sent us a cCOpy oO 
aie Finance Committee on Bill H.R. 8363, which contained 
the foregoing amendments. The following excerpts are of 


particular interest: 


"Ty fact, reduction in the sorporete ‘rave ay 
4 percentage points probably does as much to 
remove any double taxation involved with 
respect to corporate distributions as would 
the continuance of the present 4 per cent 


dividend credit." 


l. 


2. "Moreover, from the standpoint of making funds 
available for investment in corporate enterprises, 
this reduction in tax with respect to retained 
earnings can be expected to have a more important 
impact on corporate investment than any reduction 
directed solely toward corporate income which is 


distributed." 


3. "In addition, the notion that the dividend credit 
would encourage equity financing does not seem to 
be borne out by the events which have occurred 
since 1954. The Secretary of the Treasury has 
pointed out that the ratio of equity to debt 
financing by corporations has not increased 
despite the presence of the 4 per cent credit." 


4, "The form of the present dividend cred 1) A7in 
any event, is undesirable since it reduces any 
double taxation by a much larger percentage for 
the higher income bracket stockholders than it 
does for those in the lower bracket." 


5. "Moreover, increasing the exclusion, as the bill 
provides, will tend to encourage a broader stock 
ownership among those with relatively low income. 
At the same time, the repeal of the credit removes 
the discrimination in present law in favour of 
high bracket shareholders," 


June 3, 1970 
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The Chairman and Members 


Banking, Trade and Commerce Committee, 
Senate of Canada, 

Parliament of Canada, 

Ottawa, Canada. 


Gentlemen: 


Supplementary Submission of 
Retail Council of Canada 
to Committee of the Senate 


on Banking, Trade and Commerce 

When representatives of Retail Council of Canada appeared before 
the Committee on April 16th, 1970, a substantial part of the hearing was de- 
voted to discussion of the tax treatment to be accorded small business. 
Subsequent to that discussion and in view of the line of enquiry of the 
Committee, further discussions on the subject took place within the appropriate 
comuittees of the Council and with the membership. As a result of these dis- 
cussions, we were requested to file this supplementary submission with the 
Committee. 

In the Council!ts original submission to the Committee, it was 
recommended that special tax treatment should continue to be accorded small 
business as a means of promoting economic growth and assisting in their 
ability to contribute to the Canadian economy. We stated that, keeping in 
view the charactieristics of the retail trade, the principles of the present 
method of tax treatment appeared fairer than any alternative suggested, so 
far as they related to companies truly in the ‘’small business'! category. It 
was indicated in our appearance before the Committee that Retail Council, in 
recommending perpetuation of the present system or some variant of it, was 
not attempting to preserve the lower rate of tax for larger companies. 

In view of the discussions before the Committee and indications 
that the Committee is likely to favour some treatment for small business which 
will not provide incidental relief for larger companies, this Council deter- 
mined to set out an alternative to the present system which would be acceptable 
to its members. 

The alternative which is considered the most reasonable is one 
which has already been proposed to the Committee by other organisations, 
whereby the 21% rate of taxation is continued for corporations with a taxable 
income of less than $35,000. and, where income exceeds $35 ,000., the amount 
eligible for the low rate is reduced by 50¢ for cvery dollar of taxable income 


greater than $35,000. 
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We believe such a system would provide the cash flow which a 
small and growing business requires to expand its operations and would not 
have the drawbacks of those proposals which, because they are based on 
depreciation, favour corporations in proportion to the percentage of their 
cost structure that is represented by depreciation. Were any depreciation 
based system adopted, the retail trade would fare badly under it because 
depreciation costs typically represent a much smaller fraction of business 
expense than is the case in manufacturing businesscs. 

We wish to add one important rider to the suggestion to the 
effect that the figure at which the rate of tax applied starts to increase 
be reviewed periodically, say, every five years, so that inflation does not 
erode the utility of the proposal. Precedents for this review, of course, 
exist; the figure at which the lower rate of tax applies having been revised 


upwards twice since the principle was introduced in 1949. 


All of which is respectfully submitted by 


RETAIL COUNCIL OF CANADA 


A. J. McKichan, President 


August 6th, 1970 
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APPENDIX 26 


THE ROBERT SIMPSON COMPANY LIMITED 


TORONTO. CANADA 
April 27, 1970 


The Chairman 

The Banking, Trade and Commerce, Committee 
The Senate of Canada 

Ottawa 


Dear Sir 


SUBMISSION BY THE RETAIL COUNCIL OF CANADA 
ON THE WHITE PAPER ON TAX REFORM 


At our hearing on April 16, 1970, a concern was expressed by us as to 
the serious increase in taxation proposed by the White Paper on with- 
drawals from a Deferred Profit Sharing Plan. You requested specific 
examples of the increases, which we did not have available at that 
time. Enclosed is a schedule showing examples of actual withdrawals 
by numbers of our Profit Sharing Retirement Fund, with taxes payable 
as calculated under present legislation (Section 36 of the Income Tax 
Act) and as would be payable under the formula proposed in Section 2, 
56 of the White Paper. 


You will note that in every case there is substantial increase in tax 
payable; and that the increases are most severe on the withdrawals by 
those of more modest means, where one would expect that the proposed 
tax system would provide a lessening of the burden of taxation. 


It seems clear that the income averaging formula as proposed is not 
equitable when applied to lump sum withdrawals from deferred profit 
sharing plans upon retirement of a person from employment. It will in 
effect impose a retroactive tax on those who entered into such a plan in 
good faith. When considered from the point of view of authors, athletes, 
or others with an irregular income pattern, but who are remaining in the 
income earning field, it may have merits. However, it is submitted that 
for a "once only'' withdrawal of funds which are to provide a person with 
a retirement income, the present formula should be retained. 


G. E.SHALL 
Manager - Taxation : 
Encl. 


GEH/bd 
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These are actual examples of members who r 


SIMPSONS PROFIT SHARING RETIREMENT FUND 


COMPARISON OF TAXES PAYABLE UPON RETIREMENT FROM FUND 


Standing Senate Committee 


PRESENT AND PROPOSED BASES 


Examples 


. Maintenance staff, married, 


salary range SPIES, = $7 ,060 


. Maintenance staff married man 


with 2 dependant children, 
salary range $5,813 - $7,250 


. Clerk, single, no dependants, 


salary range $6,759 - $8,525 


Salesman, married, salary range 
$7,147 = $10,029 


Manager, married, salary range 
$21,500 = $25,500 


Amount 


Withdrawn 


15,232 


20,012 


20,600 


19,44] 


23 431 


Present 


Taxes 


1,909 


2,315 


3,955 


3,252 


7,245 


Proposed 


Taxes 


5 ,062 


6,817 


7,660 


7,158 


11,787 


ecently withdrew from our Fund, or who will 


withdraw. in 1970, The salary range is from 1966 = 70; which would Batiaed far the 


averaging formula proposed b 
Table 2 on page 25 


y the White Paper. 
of the White Paper. 


Taxes have been calculated using 
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APPENDIX 27 


National Sea Products Linited 


r. ‘Os BOX’ 2isu 
Halifax, Nova Scotia 
August 20, 1970 


Mr. Roland B. Breton 

Executive Secretary 

The Senate Committee on Banking 
Trade and Commerce 

1132 West Memorial Building 

Wellington at Lyon 

Ottawa, Ontario 


Dear Mr. Breton: 


On Page 25:23 of the Proceedings of the 
Standing Senate Committee on Banking, Trade and 
Commerce, No. 25, dated Wednesday, May 20, 1970, 
during the presentation of the Brief of National Sea 
Products Limited, Senator Burchill asked the following 
question of the Chairman, "I would like Mr. Connor to 
say a little more about the incentives to expand in 
the Atlantic Provinces as compared to the United 
States. We know what the advantages are today,under 
the present income tax legislation, but what is going 
to happen if the White Paper comes into effect?". 
Mr. Connor replied, "I have not thought this matter 
out beforehand, sir, but it would seem to me that we 
would then be in a position much like we would be in 
the United States, and we would have lost our relative 
incentive advantage to expand in Canada. This is an 
unschooled answer because I have not studied the facts 
carefully.". The Chairman then said, "Senator Burchill, 
suppose we leave this question up to Mr. Connor and 
ask him if he will address himself to it and send us 
a supplement to his supplementary brief?". Senator 
Burchill then replied, "Yes, because I think ce a 
vital to us down in the Atlantic Provinces to have an 
answer to this question.". Mr. Connor agreed as 
follows, "We would be pleased to do that, senator.". 


Our primary brief to the Committee deals, 
beginning on Page 2, with the effect of the proposed 
tax integration on investment in National's shares. 


r 
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One of the important matters affecting the value of 
National's shares is the cash flow available to the 
Company. This cash flow has been ei geuahalie for a number 
of years by the Canadian Government's Watt A: Legis- 
lation whereby certain accelerated capital cost allowance 
is available on trawlers and on new plants and equipment. 
In the latter case, non-taxable grants have also been 
available under the Area Development Incentives Act, and 
these grants did not serve to reduce capital cost for 
capital cost allowance purposes. The Incentives have 
assisted National in acquiring new capital assets, and 
much of the income taxes on the earnings from these 
assets have been deferred because of the accelerated 
capital cost allowances available. The White Paper 
Proposals on Tax Reform will substantially negate the 
advantages of the deferred tax because the absence of a 
tax liability by National will result in higher income 


taxes being paid by the shareholders on dividends received 


from National. 


The Regional Development Incentives Act ,which 
became effective in 1969, will not, to the same extent 
as the Area Development Incentives Act, continue to 
enable National to defer income taxes. However, there 
will still be some measure of deferral because the 
depreciation rates for financial statement purposes are 
usually not as high as the rates allowed for capital 
cost allowance purposes. For example, we depreciate 
wooden buildings and wharves on a straight line basis 
of 5% per annum, whereas the capital cost allowance 
rates are 10% on a diminishing balance basis. Accord- 
ingly, our remarks in the preceding paragraph are still 


appropriate under the present legislation, but ona 
diminished scale. 


The Corporation Income Tax rates in Canada and 
the United States are somewhat Similar, as indicated 
by the following: 


Canada U.S.A. 
Income Taxes 47 48 
Surtax 1.41 (3%) 4.8 (10%) 
O.A.P. Tax 3 = 
51.41% 52.8% 


Inasmuch as the grossing up techniques do not 
SEELys oo foreign corporations which are controlled by 
Canadian corporations and which are located in a tax 
treaty country, and inasmuch. as. under the White Paper 
Proposals we cannot pass along to our shareholders the 
incentives which are available in Canada, there no longer 


SS — = 
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remains a preferred incentive for National to expand in 
the Atlantic Provinces rather than in the United States 
of America. 


National Sea Products Limited has a ten year long 
term development plan involving projects costing many 
tens of millions of dollars, subject, of course, to our 
ability to raise and generate the necessary funds. It 
includes projects of expansion and development in both 
Canada and the United States, but mostly in the Atlantic 
Provinces of Canada. The main effect, therefore, of 
the implementation of the White Paper would be to change 
the priority of the projects planned, switching the 
emphasis in many cases from the Atlantic Provinces to 
the United States and the other parts of Canada. Some 
of our planned projects for the Atlantic Provinces 
without additional incentives would have to be dropped 
altogether. 


On Page 25:15 of the same report, Senator Phillips 
stated as follows, "Following Senator Molson's point, 
would it be possible to obtain a statement, which in 
effect would be a further supplement, by way of confirma- 
tion of your supplementary submission, either from the 
trustees or from the union officials, confirming that 
these figures with respect to the five categories have 
been checked out by them and found to be in order. Then 
we will have on file not only the company's submission, 
but the actual views of the ultimate beneficiaries under 
your profit sharing plan. We will have the complete 
report, not only from the company but from the benefic- 
jiaries under the plan.”". 


This information requested by Senator Phillips 
is also enclosed with this letter, and we trust that 
it will be helpful. You will note that the five 
examples are different than those submitted in the 
original brief. The reason for this is that at the 
time the brief was made up, we did not have the final 
audited figures for the particular five examples that 
were given. These have since, however, been revised by 
audit, and you will note that the revised data makes 
out an even stronger case than was given in the original 
brief. 
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We trust that this information is satisfactory, 
put if, by any chance, further information is required 
we would, of course, be delighted to furnish it to the 


Committee. 

Yours very trmly, 

H. P. Connor 

Chairman of the Board 
HPC-ac 


encs. 
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EXAMPLE 1 


WHITE PAPER 


Taxable on Withdrawal $13,873.00 in 1969 


Average Income 4,000 
Income in Withdrawal Year 17,873 
Exemptions 2,900 
Taxable Income 14,973 


Without Averaging 


Tax on 13,000.00 4,224.00 
1,973.00 at 42,24% 833.39 5057 
Tax on Salary 248 
Tax on Lump Sum 4,809 
Averaging 
Average Income 4,000 
Threshold amount is average income plus 1/3 Sos 
Excess of Income over threshold 12, 540 
Excess divided by 5 2,508 
Threshold plus 1/5 excess 7,841 
Tax on Threshold plus 1/5 excess Less exemptions 2900 
Tax on 4,000 1,024 
941 at 30.72% 289 eos 
Tax on Threshold Less exemptions 2900 
Tax on 2,000 473.60 
433 at 26,88% LIC. 39s 90. 
Difference is tax on 1/5 excess WES 
Multiply Tax on 1/5 excess 5 times = Tax on excess 3605 
Tax on Threshold amount 590 
Total Tax 4,205 
Tax on 4,000 Less exemptions 2900 
Tax on 1,000 224 
100 at 24,32% eh) 
Tax on Lump Sum 34957 
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EXAMPLE 1 
SECTION 36 
Lump Sum Taxable Income $13,873 
1966 1967 1968 Total 
4000 4000 4000 
palary 
Less Canada Pension Plan Conts 01.20 61.20 61.20 
Income 3939 3939 B59 11,817 
Less Deductions (Exemptions & Medical) 2100 2100 ____2100 
Taxable Income 1839 1839 1839 
Federal Tax thereon ZL, 227 Zar 
Age S 4ty Tax thereon ih ee eee 
ea ase ied 301° + SOL ~~ 903 
Rate of tax on Lump Sum of $13,873 
will be 903 = aie, 8 
Tax currently payable by applying 
Section 36 is 1060 
Tax payable under White Paper Proposals 3957 
additional Tax under White Paper Proposals 2897 
or an increase of 273% 
Tax on 4,000 Salary @ 1969 Rates 
Salary 4000 
Less Canada Pension Plan Conts 61 
Income 3939 
Less Deductions (Exemptions & Medical) 2100 
Taxable Income 1839 
Federal Tax thereon 254 
Provinetal Tax thereon 64 


otal Tax Liability 318 


Banking, Trade and Commerce 


EXAMPLE 2 


WHITE PAPER 


Taxable on Withdrawal $18,054 in 1969 
Average Income 
Income in Withdrawal Year 
Exemptions 
Taxable Income 
Without Averaging 
Tax on 16,000 
4,554 at 46,08% 
Tax on Salary 


Tax on Lump Sum 
Averaging 


Average Income 
Threshold amount is avaérage income plus 1/3 


Excess of Income over Threshold 
Excess divided by 5 


Threshold plus 1/5 excess 


Tax onThreshold plus 1/5 excess Less exemptions 1500 
Tax on 7,000 
177 at 35.84% 


Tax on Threshold Less exemptions 1500 
Taxon 3),,000 
833 at 28.16% 


Difference is tax on 1/5 excess 
Multiply Tax on 1/5 excess 5 times = Tax on excess 
Tax on Threshold amount 
Total Tax 
Tax on 4,000 Less exemptions 1500 
Tax on 2,000 
500 at 26,88% 


Tax on Lump Sum 


4,000 
22,054 
1, 500 
20, 554 
5,491 
2,098 71589 
608 
6,981 
4,000 
Sibi) 
16) 721 
3,344 
8,677 
Leo 
63 2,060 
742 
LS iy Pied enemies 1A eos 
1,083 
5,415 
6,392 
bly 
134, 608 
5,784 


33 : 157 
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Standing Senate Committee 


EXAMPLE 2 


SECTION 36, 


Lump Sum Taxable Income $18,054 


Salary 
Less Canada Pension Plan Conts 
Income 


Less Deductions (Exemptions & Medical) 


Taxable Income 
Federal Tax thereon 


Old Age Security Tax thereon 


Rate of tax on Lump Sum of $18,054 


will be 152] _ ¥ 
Tii7 ~ 12-87% = 2,324 


Tax currently payable by applying 
Section 36 is 
'ax payable under White Paper Proposals 


Additional Tax under White Paper Proposals 


or an increase of 149% 


Tax on Salary @ 1969 Rates 


Salary 
Less Canada Pension Plan Conts 


Income 


Less Deductions (Exemptions & Medical ) 


Federal Tax thereon 
Provincial Tax thereon 
Total Tax Liability 


1966 


4000 


61.20 


3939 


1100__ 


2839 
393 
114 


597 


1967 1968 Total 
4000 4000 
61.20 _ 61.20 


939 3939 11,517 


. 100 _. 533.00 cakes 
2839 2839 
393 393 
114 114 


507 507 1,521 


2324 


57844 
3460 


4000 
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EXAMPLE 3 


WHITE PAPE. 


Taxable Income on Withdrawal 4,572 in 1969 


Average Income 8,22: 
Income in Withdrawal Year 12,798 
Exemptions 1,800 
Taxable Income 10,998 


Tax on 10,000 Bi Ore 
998 at 38.4% Joy" 3,455 
Tax on Salary 1,805 
Tax on Lump Sum 1,650 
Averaging 
Average Income 8,226 
Threshold amount is average plus 1/3 10,968 
Excess of Income over threshold 1830 
Excess divided by 5 366 
Threshold plus 1/5 excess 11,334 
Tax on Threshold plus 1/5 excess Less exemptions 1800 
Tax on 7,000 Wei 
2,534 at 35.84% 908 2,905 
Tax on Threshold Less exemptions 1800 
Tax on 7,000 1,997 
2,168 at 35.84% (dt EEL: 
Difference is tax on 1/5 excess Sa 
Multiply Tax on 1/5 excess 5 times = Tax on excess 655 
Tax on Threshold amount 2,744 
3,429 
Tax on 8,226 Less exemptions 1800 
Tax on 5,000 oo 
1,426 at 33.28% A ated OOS 


Tax on Lump Sum 1,624 


Standing Senate Committee 


39: 160 
EXAMPLE 3 
SECTION 36 
Lump Sum Taxable Income $4, 572 
1966 1967 1968 Total 
Salary 8040 8240 8400 
Less Canada Pension Plan Conts 2°99. Seo « FERS eee 
iannie 7961 8161 8319 24,441 
Less Deductions (Exemptions & Medical) 1400-1400 ~——1400_ 
Taxable Income 6561 6761 6919 
Federal Tax thereon 1196 1248 1289 
Old Age Security Tax thereon 120 240240 
1316 1488 1529 4,333 
Rate of Tax on Lump Sum of $4572 
will be are = 17.73% = $811 
Tax currently payable by applying 
Section 36 is 811 
Tax payable under White Paper Proposals 1624 
Additional Tax under White Paper Proposals 813 
or an increase of 100% 
Tax on 8,400 Salary @ 1969 Rates 
Salary 8400 
Less Canada Pension Plan Conts 83 
if 
ncome 8317 
Less Deductions (Exemptions & Medical) 1400 
Taxab 
axable Income 6917 
Federal T 
eral lax thereon 1300 


Provincial Tax thereon mel 
Total Tax Liability 1661 


Banking, Trade and Commerce 


EXAMPLE 4 


WHITE PAPER 


Taxable on Withdrawal $2,038 in 1969 
Average Income 

Income in Withdrawal Year 
Exemptions 


Taxable Income 
Without Averaging 


Tax on 3,000 
4 at 28.16% 


Tax on Salary 


Tax on Lump Sum 


Averaging 


Average Income 
Threshold amount is average income plus 1/3 


Excess of Income over Threshold 
Excess divided by 5 


Threshold plus 1/5 excess 
Tax on Threshold plus 1/5 Less exemptions 1500 
Tax on 2,000 
31 at 26.88% 
Tax on Threshold Less exemptions 1500 
Tax on 1,000 
788 at 24.32% 
Difference is Tax on 1/5 excess 
Multiply Tax on 1/5 excess times 5 = Tax on excess 


Tax on Threshold amount 


Tax on 2466 Less exemptions 1500 
Tax on 500 
466 at 23.04% 


Tax on Lump Sum 


2,466 
4, 504 
1,500 


3,004 


ie 


(ee 


216 
527 


2,466 
3,288 


1,216 
243 


3,531 


482 


39 : 161 


39: 162 


Standing Senate Committee 


EXAMPLE 4 


SECTION 36 


Lump Sum Taxable Income $2,038 


Salary 

Less Canada Pension Plan Conts 

Income 

Less Deductions (Exemptions & Medical) 
Taxable Income 

Federal Tax thereon 


Old Age Security Tax thereon 


Rate of Tax on Lump Sum of $2038 


will be 633 _ . 
7300 * 8.67% = 177 


Tax currently payable by applying 
Section 36 is 


Tax payable under White Paper Proposals 


Additional Tax under White Paper Proposals 


or an increase of 199% 


Tax on 2,900 Salary @ 1969 Rates 


Salary 

Less Canada Pension Plan Conts 

Income 

Less Deductions (EXamptions & Medical) 
Taxable Income 

Federal Tax thereon 


Provincial Tax thereon 
Total Tax Liability 


1966 1967 1968 


2500 2000 2900 


Total 


34.20 25520 NO 
7,300 


2466 1975 2859 

i100 1200 ___—*21100_ 
1366 875. 1759 
161 96 216 


eg 5 I ad 


216 130 285 


177 
230 
353 


2900 


633 


Banking, Trade and Commerce 


EXAMPLE 5 


WHITE PAPEX 


Taxable on Withdrawal $5,964 in 1969 
Average Income 

Income in Withdrawal Year 
Exemptions 

Taxable Income 

Without Averaging 


Tax on 7,000 
2,064 at 35.84% 


Tax on Salary 
Tax on Lump Sum 


Averaging 


Average Income 
Threshold amount is average income plus 1/3 


Excess of Income over Threshold 
Excess divided by 5 


Threshold plus 1/5 excess 
‘ax on Threshold plus 1/5 Less exemptions 2900 
Tax on 5,000 
892 at 33.28% 
Tax on Threshold Less exemptions 2900 
Tax on 5,000 
100 at 33.28% 
Difference is Tax on 1/5 excess 
Multiply Tax on 1/5 excess 5 times = Tax on excess 


Tax on Threshold amount 


Tax on 6,000 Less exemptions 2900 
Tax on 3,000 
100 at 28.16% 


Tax on Lump Sum 


33 : 163 


Standing Senate Committee 


39: 164 
EXAMPLE 5 
SECTION 36 

Lump Sum Taxable Income $5,964 

1966 1967 1968 Total 

6000 6000 6000 
Salary 
Less Canada Pension Plan Conts ey: eee SS. ee Oe 
Income 5921 pga 5919 27761. 
Less Deductions (Exemptions & Medical) 2100 2100 2100 
Taxable Income 3821 3821 3819 
Federal Tax thereon 576 576 576 
Old Age Security tax thereon 120) 1 5D ee eke | 

696 729 729 2,154 | 
Rate of tax on Lump sum of $5,964 | 

will be 21 7 ; 
— — = ek g = i) 43 | 
17761 12.13% = $723.4: | 

Tax currently payable by applying | 
Section 36 is 723 | 
Tax payable under White Paper Proposals 1924 
Additional Tax under White Paper Proposals T10L” 
or an increase of 165% 
Tax on 6,000 Salary @ 1969 Rates 
Salary 6000 
Less Canada Pension Plan Conts 83 
Income 5917 
Less Deductions (Exemptions & Medical) 2100 
Taxable Income 3817 
Federal Tax thereon 634 
Provincial Tax thereon 161 
Total Tax Idability “995 


Queen’s Printer for Canada, Ottawa, 1970 
Imprimeur de la Reine pour le Canada, Ottawa, 1970 
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Second Session—Twenty-eighth Parliament 
1969-70 ag 


THE SENATE OF CANADA 


PROCEEDINGS 


OF THE 
STANDING SENATE COMMITTEE 


BANKING TRADE AND COMMERCE 


The Honotirable SALTER A. HAYDEN, Chairman 


“No. 40 
“N.WEDNESDAY, SEPTEMBER 23rd, 1970 


Second and Final Proceedings on Bill C-4, 
intituled: 
“An Act to amend the Canada Corporations Act and other statutory 


provisions related to the subject matter of certain of those 
amendments”. 


WITNESSES: 
lepartment of Consumer and Corporate Affairs: The Honourable Ron 
Basford, Minister; Mr. J. F. Grandy, Deputy Minister; Mr. R. Tasse, 


Assistant Deputy Minister (Corporate Affairs). 
Department of Justice: Mr. J. W. Ryan, Director, Legislation Section ; 


Mr. Myles Pepper, Legislation Section. 


REPORT OF THE COMMITTEE 


22624—1 


THE STANDING SENATE COMMITTEE ON 
BANKING, TRADE AND COMMERCE 


The Honourable Salter A. Hayden, Chairman 


The Honourable Senators: 


Aird Croll Isnor 
Aseltine Desruisseaux Kinley 
‘Beaubien Everett Lang 
Benidickson Gélinas Macnaughton 
Blois Giguére Molson 
Burchill Grosart Phillips (Rigaud) 
Carter Haig Walker 
Choquette Hayden Welch 
Connolly (Ottawa West) Hays White 
Cook Hollett Willis— (30) 


Ex officio members: Flynn and Martin 


(Quorum 7) 


ORDER OF REFERENCE 


Extract from the Minutes of the Proceedings of the Senate, June 23, 1970: 


“Pursuant to the Order of the Day, the Senate resumed the debate 
on the motion of the Honourable Senator Urquhart, seconded by the 
Honourable Senator Gouin, for the second reading of the Bill C-4, in- 
tituled: “An Act to amend the Canada Corporation Act and other stat- 
utory provisions related to the subject matter of certain of those amend- 
ments’”’. 


After debate, and 
The question being put on the motion, it was— 
Resolved in the affirmative. 


The Bill was then read the second time. 


The Honourable Senator Urquhart moved, seconded by the Honour- 
able Senator Gouin, that the Bill be referred to the Standing Senate 
Committee on Banking, Trade and Commerce. 


After debate, and— 
The question being put on the motion, it was— 
Resolved in the affirmative.” 


ROBERT FORTIER, 
Clerk of the Senate. 
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MINUTES OF PROCEEDINGS 


MORNING SITTING 


WEDNESDAY, September 23, 1970. 
(67) 


Pursuant to adjournment and notice the Standing Senate Committee on 
Banking, Trade and Commerce met this day at 10:00 a.m. to further consider: 


Bill C-4, “An Act to amend the Canada Corporations Act and other 
statutory provisions related to the subject matter of certain of those amend- 
ments”. | 


Present: The Honourable Senators Hayden (Chairman), Aird, Beaubien, 
Benidickson, Connolly (Ottawa West), Cook, Everett, Flynn, Gelinas, Martin, 
Molson and Phillips (Rigaud)—(12). 

Present, but not of the Committee: The Honourable Senator Urquhart— 
Cine 

In attendance: E. Russell Hopkins, Law Clerk and Parliamentary Counsel. 
WITNESSES: 

Department of Consumer and Corporate Affairs: 
The Honourable Ron Basford, Minister; 
Mr. J. F. Grandy, Deputy Minister; 
Mr. R. Tassé, Assistant Deputy Minister (Corporate Affairs). 


Department of Justice: 
Mr. J. W. Ryan, Director, Legislation Section; 
Mr. Myles Pepper, Legislation Section. 


The Committee proceeded to the consideration of several proposed amend- 
ments to Bill C-4. 


At 12:40 p.m. the Committee adjourned. 


AFTERNOON SITTING 


2.007 pak 
(68) 
At 2:00 p.m. the Committee resumed. 


Present: The Honourable Senators Hayden (Chairman), Beaubien, Cook, 
Everett, Flynn, Gelinas, Martin, Molson and Phillips (Rigaud)—(9). 


Present, but not of the Committee: The Honourable Senator Urquhart— 


cl: 


In attendance: E. Russell Hopkins, Law Clerk and Parliamentary Counsel. 


40:5 


The Committee proceeded to further consider amendments to the Bill. 


At 3:45 p.m. the Committee adjourned to allow time for the Law Clerk to 
re-draft certain amendments. 
At 4:30 p.m. the Committee resumed. 


After discussion and upon motion it was Resolved to Report the said Bill 
as amended. 


Amendments were made to the Bill on the following pages: 6, 7, 9, 10 
11, 14, 19, 25, 31, 39, 40, 43, 50, 52, 53, 63, 77, 81 and 106. veut © 


NOTE: The full text of the amendments appears by reference to the R 
of the Committee immediately following these Minutes. oy 


At 4:50 p.m. the Committee adjourned to the call of the Chairman. 


ATTEST: 
Frank A. Jackson, 
Clerk of the Committee. 
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REPORT OF THE COMMITTEE 


WEDNESDAY, September 23, 1970. 


The Standing Senate Committee on Banking, Trade and Commerce to 
which was referred Bill C-4, intitled: “An Act to amend the Canada Corpora- 
tions Act and other statutory provisions related to the subject matter of certain 
of those amendments’, has in obedience to the order of reference of June 23, 
1970, examined the said Bill and now reports the same with the following 
amendments: 


1. Page 6: Strike out lines 12 to 24, inclusive, and substitute therefore the 
following: 


(2) A company incorporated by Special Act of the Parliament of Canada 
(a) whose objects do not include any of the objects mentioned in sub- 
sections (2) to 4) of section 5 or mentioned in sections 5A to 5C, or 
(b) whose objects do include any of the objects referred to in paragraph 
(a) but the company has not been carrying on any of those objects for 
five or more years, 
may apply for letters patent continuing the company under this Part if at 
the time of the application the company is carrying on business and the 
application is authorized by a resolution approved by three-fourths of the 
votes cast at a special general meeting of the shareholders of the company.” 


2. Page 7: Strike out line 12 and substitute therefor the following: 
“ter may, by the letters patent, reduce, limit or” 


3. Pages 9 and 10: Strike out lines 24 to 38, inclusive, on page 9, and lines 
1 to 9, inclusive, on page 10, and substitute therefor the following: 


““(2) The letters patent or supplementary letters patent of a public company 
may declare the company to be a constrained-share company when the com- 
pany is one in respect of which any class or description of persons may not 
have a significant or controlling interest, directly or indirectly, in its shares 
or any class or classes thereof if 

(a) the company is to qualify under any other Act of the Parliament of 

Canada or any regulations thereunder 


(i) for any licence or permit to carry on or continue its undertaking or 
any part thereof in Canada, or 
(ii) as a Canadian newspaper or periodical, or 
(b) any other company in which the company has a direct or indirect 
interest through the holding of shares in other corporations is to qualify 


(i) under any Act of the Parliament of Canada or any regulation there- 
under for any licence or permit to carry on or continue its undertaking 


or any part thereof in Canada, or 
(ii) as a Canadian newspaper or periodical under any Act of the Parlia- 


ment of Canada. 
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(3) The letters patent or supplementary letters patent of a public company 
may declare the company to be a constrained-share company when the com- 
pany is one that is incroporated with the objects of investing in the shares 
of other corporations and it has a significant or controlling interest directly 
or indirectly through the holding of shares in a federally incoporated trust, 
insurance, loan, small loans or sales finance company.” 


4, Pages 10 and 11: Renumber subsections (3) to (8), inclusive, of proposed 
section 38A as subsections (4) to (9), inclusive. 


5. Page 11: Strike out lines 23 and 24 and substitute therefor the following: 
“(9) A company that contravenes subsection (6) of this section is guilty of” 


6. Page 14: Immediately after line 27 add, as subsection (3) of proposed 

new section 98, the following: 

“(3) Subparagraph (iii) of paragraph (b) of subsection (1) does not apply 
to a trust company that exercises control or direction as a trustee over the 
equity shares of a public company carrying more than ten per cent of the 
voting rights attached to all equity shares of the public company for the 
time being outstanding unless the trustee corporation exercises such control 
or direction on behalf of any one person who beneficially owns, directly or 
indirectly, equity shares of the public company carrying more than ten per 

- cent of the voting rights attached to all equity shares of the company for the 
time being outstanding.” 


7. Page 19: Strike out line 16 and substitute therefor the following: 
“and who wilfully fails so to do is guilty of an” 


8. Page 25: Strike out line 16 and substitute therefor the following: 
“holders, and” 


9. Page 25: Strike out line 21 and substitute therefor the following: 
“agent, and 


(c) to each recognized stock exchange in Canada on which the shares of the 
company are listed.” 


10, Page 31: Strike out line 20 and substitute therefor the following: 
“(5) A person who wilfully fails to comply with” 


sa Page 39: Immediately after line 32, add the following: 
: os Whenever, pursuant to subsection (8), a company makes an assertion 
Dasea on matters of law, the directors and officers of the company may, sub- 
Ject to section 106I, rely on an opinion of counsel in making such an assertion. 
eee cadipane os who, within the five calendar years preceding the 
He ene ee further proposal of his is to be presented, has sub- 
Reheat ee proposals that have not received the favourable vote of 
i dt a ‘i melee cast in regard thereto, shall be required to deposit 
pensés of the ety “" Proposal a sum reasonably sufficient to meet the ex- 
Wap atinids + raved in submitting any such further proposal; and 
oe Ne cr proposal receives the favourable vote of a majority of 
st In regard thereto at the meeting of shareholders at which it 


is presented, -th 
Posited the en Be deposited shall be returned: to the person who de- 
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(b) if such further proposal does not receive the favourable vote of a 
majority of the votes cast in regard thereto at the meeting of shareholders 
at which it is presented, the sum deposited shall be used by the company to 
meet its expenses in connection with such proposal, and the surplus, if any, 
of the sum deposited shall be returned to the person who made the deposit.” 


12. Page 40: Strike out line 3 and substitute therefor the following: 
“other relevant order as to the judge seems fit.” 


13. Page 42: Strike out lines 5 to 20, inclusive, and substitute therefor the 

following: ; 

“112. (1) Five or more shareholders holding shares representing in the 
aggregate not less than one-tenth of the issued capital of the company or one- 
tenth of the issued shares of any class of shares of the company may apply, or 
the Minister on his own initiative may cause an application to be made, to the 
Restrictive Trade Practices Commission established under the Combines 
Investigation Act (hereinafter called the Commission), upon reasonable notice 
to the compaay or other interested party or ex parte if the Commission is of 
the opinion that the giving of notice would in view of the allegations made by 
the applicants or on behalf of the Minister unduly prejudice any investigation 
that might be ordered by the Commission, for an order directing an investiga- 
tion of the company in respect of which the application is made.” 


14. Page 42: Strike out lines 21 to 25, inclusive, and substitute therefor the 
following: 


(2) Where it is shown to the Commission by the Minister or upon the 
solemn declaration of the applicant shareholders that there are reasonable 
grounds for believing that in respect of the company concerned,” 


15. Page 42: Strike out lines 33 to 35, inclusive, and substitute therefor the 
following: 

“have been performed wrongfully in a manner prejudicial to the interests 

of any shareholder;”’ 


16. Page 43: Strike out line 6 and substitute therefor the following: 
“fraud, misfeasance or other misconduct,” 


17. Page 43: Strike out lines 18 to 25, inclusive, and substitute therefor the 

following: 

“(4) Where an application is made under subsection (1) by shareholders, 
the applicant shareholders shall give the Minister reasonable notice thereof; 
and the Minister and the company or any other party who has been given 
notice of the application, or an authorized representative of any of them, is 
entitled to appear in person or by counsel to examine the application and 
supporting material, to cross-examine the applicants and to be heard at any 


hearing of the application.” 
18. Page 50: Strike out line 20 and substitute therefor the following: 
“(4) Any person who wilfully fails” 
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19. Page 52: Immediately after line 14 add the following as subsection (2) 


of proposed section 12% 

“(2) Nothing in section Lee es Or this section compels the production 
by a solicitor of a document containing a privileged communication made by 
or to him in that capacity or authorizes the taking of possession of any docu- 
ment in his possession without the consent of his client or an order of a 


court.” 


20. Page 53: Strike out lines 12 to 19, inclusive, and substitute therefore 
the following: 


“(4) Upon the termination of the investigation, the Commission may order 
that any security given pursuant to subsection (3) be returned to the appli- 
cant but if the Commission holds that the application was vexatious or 
malicious it may” 


21. Page 63: Strike out lines 6 to 13, inclusive, and substitute therefor 
the following: 


“(4) For the purposes of paragraph (b) of subsection (3), the gross re- 
_venues and total assets of any other company with which a private company 
mentioned in the said paragraph (b) is affiliated within the meaning of 
section 1218 shall be included in the gross revenue and the total assets of 
that private company, unless the financial statements of the private com- 
pany and its affiliates, if any, are consolidated with those of a holding com- 
pany that files such consolidated financial statements in accordance with 
paragraph (b) of subsection (1).” 


22. Page 77: Strike out line 12 and substitute therefor the following: 
“year or to both, and every person who knowingly” 


23. Page 77: Strike out line 18 and substitute therefor the following: 
“pany who knowingly authorizes, permits or acqui-”’ 


24. Page 81: Strike out lines 25 to 33, inclusive, and substitute therefor 
the following: 


és 
shares or class of shares of a corporation would 


(i) preclude the corporation or any corporation in which it has a direct 
or indirect interest through the holding of shares in other corporations, 
as the case may be, from qualifying for any licence or permit pursuant 
to any Act described in subsection (2) of section 38a, or 


(ii) preclude, under an Act of the Parliament of Canada, the exercise 


tone ae dee attached to any shares of a federally incorporated 
Bemenee ce, loan, small loans or sales finance company held by that 
gre » OF any other corporation in which it holds shares, at a meet- 

€ shareholders of such trust, insurance, loan, small loans or 
sales finance company; ’ ) ) 


but if the “constrained-class’” 
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25. Page 106: Renumber clause 36 as clause 37 and insert the following as 
new clause 36: 


“36. Compliance with provincial legislation, wherever relevant, shall not 
exempt any company to which the Canada Corporations Act applies from 
compliance with the provisions of that Act.” 


Respectfully submitted. 


SALTER A. HAYDEN, 
Chairman. 
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THE STANDING SENATE COMMITTEE ON BANKING, 
TRADE AND COMMERCE 


EVIDENCE 


Ottawa, Wednesday, September 23, 1970 


The Standing Senate Committee on Bank- 
ing, Trade and Commerce, met this day at 10 
a.m. to give further consideration to Bill C-4 
to amend the Canada Corporations Act and 


other statutory provisions related to the sub- 
ject matter of certain of those amendments. 


Senator Salter A. Hayden (Chairman) in 
the Chair. 


The Chairman: Honourable senators, we 
have returned this morning to Bill C-4, and 
we are at the stage where certain proposals 
which were discussed last week have now 
been put in some form that would qualify for 
an amendment to certain sections of the bill. 


Before we get down to that there is one sec- 


tion with which I think the minister would 
like to deal, and I will ask him if he will 
present that now. This is what we call the 


“newspaper section, an amendment on page 38. 


The Honourable Stanley Ronald Basford, 
M.P., Minister of Consumer and Corporate 
Affairs: If there are amendments to be made I 


‘would have preferred to deal with these in 


their order. There is one which would al- 
low a publicly held newspaper company 
to become a constrained share company 
in order to assure that it would qualify and 
to continue to qualify under section 12a of 
the Income Tax Act. There is no immediate 
problem, but if we can clear it up we might 
as well. 


The Chairman: I understand it is a problem 
that could arise. Constrained companies, if 
you recall under the proposed bill, require 
certain percentages of Canadian ownership or 
what I call Canadian content. There may bea 
question for public newspapers and their 
ownership which may vary in the market 
from time to time. Am I not correct that this 
is designed to cover that situation? 


Hon. Mr. Basford: Yes, that is right. 


The Chairman: In section 38A on pages 9 
andsi10:!.. 


Hon. Mr. Basford: I am sorry, but I thought 
we would deal with the other amendments 
first. 


The Chairman: I was just giving you the 
priority that I feel is appropriate when the 
minister is here. If you wish us to continue in 
the ordinary way we can do it. I will certain- 
ly give you the choice. Which way would you 
prefer? 


Hon. Mr. Basford: What I mean is that if 
this is the only amendment there is no point 
making it now because it can be cleared up 
later. This is what I was really getting at. 
There is no sense in sending the bill back to 
the House just to deal with newspapers. 


The Chairman: I can assure you that there 
are other amendments to be made. 


Hon. Mr. Basford: I suggest that we deal 
with those first. 


The Chairman: We have distributed this 
morning to each senator a document entitled 
“Part A”, containing the proposed amend- 
ments. I understand from Mr. Hopkins that as 
far as language is concerned they have been 
cleared with Mr. Ryan. 


If you turn to page 12 of the bill, section 7, 
you will note a new paragraph, section 98 to 
the act. In subsection (1) (a) @, lines 22 and 23 
are to be struck out. This is in the definition 
of an “associate” which says: 

any company, wherever or however 
incorporated... 


and it is proposed to insert: 
any other company that is incorporated 
under the laws of Canada or a province 
and of which that... 


The rest of this section remains as is. This is 
recognizing the position which was taken in 
the committee last week, that “wherever or 
however incorporated” was reaching too far, 
and the suggestion was that it be limited to 
residents of Canada. So this is the form in 
which the amendment was proposed. You are 
proposing this, Senator Beaubien? 
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Senator Beaubien: Yes, Mr. Chairman. I so 
move. 


Senator Molson: Does this cover the es 
sey-Ferguson point on foreign subsidiaries: 


The Chairman: Yes. Is there any ans 
sion? Is there any comment, Mr. Minister? 


Hon. Mr. Basford: Yes, with your leave, 
Mr. Chairman, I would like to make some 
comments. First, while the amendment before 
us has been, as you suggested, seen by the 
Department of Justice, it is seen by them only 
in so far as it is a matter of proper form. 
There has been no determination by the 
Department of Justice that, in terms of 
policy, this is an acceptable amendment. 


With great deference to honourable sena- 
tors who moved the amendment, I would like 
to put on record some observations which 
may cause senators to have some reservations 
about the effect of this amendment. The effect 
of it is to restrict the definition of “associate” 
to companies incorporated in Canada. A com- 
pany incorporated outside of Canada, even 
though the insider owns more than 10 per 
cent of the equity shares of that company, or 
for that matter is wholly owned by the insid- 
er, would not be an associate of the insider. 
Therefore, persons not connected with the 
company but connected in some manner with 
an insider, such as business associates, are 
susceptible more than others to receiving con- 
fidential information from an _ insider. 


I would point out that associates are not 
required to report insider trading. I think that 
was a point that may have been misunder- 
stood last week. The liability provisions, how- 
ever, do apply to them in case of improper 
trading by reason of the fact that the benefits 
accruing to associates from insider informa- 
tion are valuable to the insider by virtue of 


his real or assumed participation in the 
benefits. 


Without such a concept as now in Bill 
C-4 the purpose of which is to discourage 
insiders from taking advantage of confidential 
information in order to obtain personal finan- 
cial advantage—could, if this amendment 
were carried, be easily circumvented by 
insiders being in a position to disclose confi- 
dential information to their associates, and 
the whole purpose of the insider scheme 
would be defeated by this amendment 


Mr. Chairman, I think this is ve 
because w 


ry pertinent 
eens ‘ have had many questions, both in 
€ rouse and in this committee, whether this 
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pill is in line with provincial acts, and par- 
ticularly that of Ontario and the four western 
provinces, which are generally uniform. In so 
far as we have been able to ascertain, in 
somewhat of a hurry, all of the provincial 
companies acts and securities legislation, in 
Ontario and in the western provinces, the 
uniform Ontario and Western acts, do include 
in their definition of associates any company 
wherever or however incorporated—simply to 
avoid the loophole that would be created by 
this amendment. 


The fact that the definition of associates 
within the Ontario act and the uniform west- 
ern provincial acts includes these companies, 
within associates, wherever incorporated, does 
not appear to have created any great 
difficulty. 


To restrict the definition of associates in the 
federal act, in this act, to companies incor- 
porated in Canada, would not only create 
confusion—because of some companies still 
being caught by the definition of associates in 
the provincial legislation, provincial securities 
legislation, for example—but it would consti- 
tute an important loophole, as I said, in the 
act. It would create confusion for those com- 
panies who may have to meet the require- 
ments of provincial securities acts and the 
federal act. They would not know which one 
to comply with, because each would be differ- 
ent in so far as the definition of associate was 
concerned—the provincial acts, as I say, 
including the foreign company and the feder- 
al act, if this amendment were carried, not 
including the foreign company. Also, it would 
create the loophole I mentioned. 


For example, Mr. Chairman, an insider 
could set up a company in the United States, 
through which he could trade in the securities 
of the Canadian company in which he is an 
insider. The improper benefit derived by the 
associated company in the United States, the 
United States incorporated company, would 
not, if this amendment were made, be recov- 


erable. That surely would create a very large 
loophole. 


The associates are not required, and I 
emphasize this point, to report their trading 
im securities of the company. The purpose of 
this definition is for the purposes of the liabli- 
ity provisions, which do extend to them. The 
fact that the associate is a resident of another 
country might raise some difficulties if pro- 
ceedings of a civil nature were. initiated. 
These, of course, pertain to the domain of 
private international law and the fact that 
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there might be difficulties of this nature 
should not, however, be sufficient to deprive a 
person in Canada from exercising a claim 
that it might have against a resident of 
another country. 


The definition within Bill C-4 is similar to 
that in the Ontario and the western acts. To 
create a definition of associate within our act 
that is different in so far as the foreign com- 
panies are concerned is, in my very serious 
submission, Mr. Chairman, could create a 
very serious loophole in the insider trading 
provisions. I think that senators will find even 
more important the point that it could create 
considerable confusion for those companies 
which would have to decide which act to 
comply with, which insider regime to comply 
with, whether the Ontario one or the federal 
one. 


The Chairman: Mr. Minister, I anticipated 
most of the things you have said. Let us start 
with the principle, and the important thing, 
as far as I am concerned. The insider will be 
in Canada. Is that right? 


Hon. Mr. Basford: Yes. 


The Chairman: And the insider, under the 
statute, has definite obligations and he has to 
report his trading. 


Hon. Mr. Basford: Yes. 


The Chairman: Therefore, if the insider 
adopts a devious scheme by creating a compa- 
ny outside of Canada, you have the insider 
that you can get at here. Even if you leave 
this definition in, in the form in which it is, 
you would not effectively be in a position in 
the foreign country to sue, no matter what 
the liability you might think the associate had 
under this section of the bill. 


Also, Mr. Minister, you talk about confu- 
sion. I do not see how there could be any 
more confusion on this particular point than 
the general confusion that it might be sug- 
gested will exist when a federally incorporat- 
ed company will find that it has to make all 
the filings required under Bill C-4 and then 
must make all the filings required under the 
provincial securities law. 


If they are able to interpret that, they will 
certainly know in which form they deal with 
the associate according to the definition in 
that act. If it is provincial, the forms are 
clear: if it is federal, I assume the forms will 
be clear. So I do not see any risk of confusion. 
There might be a sense of frustration in 
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having to file two returns, but this is some- 
thing that apparently this bill is designed to 
require for federally incorporated companies. 


You did admit yourself, Mr. Minister, that 
you want this provision in, whether it can be 
effective so far as any action to recover in 
respect of any liability that it creates, against 
some person resident in another country. I 
think that is a correct statement of the law, 
that you would not be in a position, but you 
would have the insider here, against whom 
the main thrust can be made. So far as his 
operating as you suggested, by setting up a 
company in another country, this company, if 
he is in control of it, could be construed as 
his agent and you could take all your pro- 
ceedings here. And you do not need this par- 
ticular definition in order to be able to do 
that. 


Hon. Mr. Basford: Mr. Chairman, I think 
the filing requirements are dealt with both 
under the exemption provisions in this act 
and the exemption provisions in the various 
provincial acts. I think what we are con- 
cerned with here is the civil liability, the 
liability of the insider, and I suggest that, 
with this amendment, the liability would be 
stated differently, depending on whether you 
looked at the federal act or the provincial act 
where the trading took place, and that the 
two laws would create or appear to create 
different liabilities. I suggest that is a situa- 
tion which we should endeavour to avoid, 
because the federal act would create one set 
of liabilities as to who are or are not associ- 
ates; but a provincial act may govern where a 
trade takes place, and it would create a dif- 
ferent set of liabilities. 


The Chairman: I do not accept that argu- 
ment in the form in which you present it, Mr. 
Minister, because if, in the illustration you 
made, the insider is the master and the vehi- 
cle he uses outside Canada is his agent, then 
you have the insider the master in Canada 
fully liable because, if he does not disclose 
what he is doing or causing his agent to do, 
then he is in violation of the terms relating to 
an insider and to the filing requirements an 
insider must make. 


Senator Cook: Mr. Chairman, I do not see 
why “insider” cannot be left as it is in the 
act. If the foreign company is his agent and 
that is put in the act, that would cover it, 
would it not? In other words, it would be an 
error under the act as it is now. 
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Senator Flynn: Was the point last week to 
the effect that the director of an aSeOna 
company who would be a foreigner wou 
have some obligations under this act without 
knowing that he had such obligations? Is that 
the point we were trying to cover? 


Mr. E. Russell Hopkins, Law Clerk and 
Parliamentary Counsel: There was no ques- 
tion as to the constitutionality of it. 


Senator Flynn: No. I am referring to trying 
to apply Canadian law to a person living 
outside Canada; I am not talking of a corpo- 
ration. Suppose a director of a French incor- 
porated company, which is a subsidiary of a 
Canadian company, has some personal Habili- 
ty under this act. He might not be in a posi- 
tion to discharge those duties or liabilities. I 
thought that was the point we were trying to 
soive here. 


Mr. Hopkins: It was on the question of the 
effectiveness; how effective it was. 


Senator Flynn: If I do not know and you 
are trying to reach me but do not, I do not 
know that you are trying to. 


The Chairman: The point that was made 
here was that this was providing a definition 
of an associate which would reach out and 
include a company anywhere in the world, 
incorporated under the jurisdiction of any 
country in the world. I can remember the 
newspaper critics—and some of them had 
almost an authoritative source—when the 
United States, in some effort to enforce its tax 
laws, took some action or other against a 
Canadian company. There was quite a storm 
of protest. This is exactly that situation. It is 
a step that is ineffective. It stil] leaves us 
having to penalize the man who has originat- 
ed it. That is the man who is here and subject 
to our jurisdiction. So what are we trying to 
fool ourselves about? We are taking a broader 
range of definition than we can make effec- 
tive use of. That is the real] point in it. 


Senator Phillips (Rigaud): 
we speak in subsection (a) 
when used to indicate a relatio 
person. Are we referring to a person resident 
in Canada or in this instance are we also 
referring to a person who is not a resident in 
Canada? I put that question becau 
were referring 
Canada, then it c 
the problem. 


Mr. Chairman, 
of “associate” 
nship with any 


se if we 
to a person resident in 
hanges the entire aspect of 


d: The Person is an insider. 
Insider or not depends on 


Hon. Mr. Basfor 
Whether he is an 
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his position in the company. His position in 
the company does not necessarily depend | 


upon residency. 


Senator Cook: He must be an insider in a 


Canadian Company. 


Hon. Mr. 
porated company, yes. 


Senator Cook: It does not matter where he 


lives or what he does. 


Hon. Mr. Basford: That is correct. But I | 
want to be careful in the way of wording | 
that. He could be the president of the Canadi- | 


an company but resident in New York. 


senator Urquhari: The objection I have 


noted in my notes here from discussion two } 
weeks ago is that since the Canada Corpora- | 


tions Act only apples to federally incorporat- 


ed companies the words “whenever and how- } 
ever incorporated” would take in companies | 


that were incorporated under provincial law; 
and that created a_ constitutional 
between the federal and provincial authori- 
ties. That was the objection that I had noted 


here. Have we gone beyond that now with | 


this amendment? 


The Chairman: Yes, we have, because it is _ 


the question of the kind of liability that is 
being created. There is an offence, I would 


assume, provided for in this bill in relation to . 


an item of this kind. 
Certainly, if it is criminal law in its nature, 


whether it was a provincial company or a 


federal company would not matter. In order 
to avoid any consequence of that kind, there- 
fore, the amendment was restrictive, in pro- 


Basford: In a Canadian-incor- | 


issue | 


viding that they could not extend the defini- | 


tion of an associate to some person who was_ 


not a resident of Canada. 


Senator Evereti: Mr. Chairman, could not 
items Gi), (iii) and Gv) of that same section 
refer to persons not resident in Canada? That 
is, partners, trusts, estates and so on. 


The Chairman: It could include in (ii) any 
partner of that person acting by or for the 
partnership of which they are both partners. 


Senator Everett: I would make that point. 
Since items Gi), Gii) and (iv) can refer to 
non-residents, it would seem to me that it is 
not very important that you include in the 
definition “non-resident incorporations”. It 
might be another matter whether or not the 
act is enforceable against those non-resident 


incorporations or indeed against non-resi- 
dents. 


es, 4 


_ But you may exclude non-resident incorpo- 
rations by the language of your amendment. 


The Chairman: I am wondering whether 
you are reading that correctly, Senator Eve- 
‘rett? Paragraph (iii) says any partner of that 
person, and that person must go back to (i). If 
you restrict the company incorporated to a 
company incorporated in Canada or in a 
province of Canada, then any partner of that 
person— 


‘Senator Everett: I am afraid I do not agree 
with you, Mr. Chairman. It refers back to the 
word “person” in 98. (1) (a). 


Hon. Mr. Basford: The associate of a person 
can be a company, a partner, a trust or a 
spouse, son or daughter. 


The Chairman: Well, the only conclusion 
that would develop out of your interpretation 
of that, Senator Everett, would be that the 
restriction should apply to all the enumera- 
tions. 


Senator Evereti: That is my point. In order 
to make your point effective, you would have 
to exclude non-resident partners, non-resident 
estates and trusts and so on and so forth, and 
you probably would not want to do that. 


The Chairman: We got thinking in terms of 
companies, because this was the manner in 
which the point was presented on behalf of a 
‘company. 


Senator Everett: Yes. 


Senator Cook: That would make the minis- 
ter’s observation doubly effective. All they 
‘would have to do would be to leave Canada 
in order to violate the Act. 


} 
r 


The Chairman: But leaving Canada would 
not accomplish it. You would have to change 
“your residence. This has been done before, 
and no matter what you do, it will continue 
to be done. 


Senator Everett: The point I was trying to 
make is that the amendment would not be 
effective except against companies incorporat- 
ed outside the laws of Canada or the laws of 
‘one of the provinces and therefore would not 
be effective against those persons mentioned 
in the other subsections. 


The Chairman: Are you suggesting that (ii), 
ii) and (iv) should have the same qualifica- 
tion, that is “persons ordinarily resident in 
Canada’”’? 
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Senator Everett: No, I am suggesting that 
we do not pass this amendment. The reason it 
is proposed, as I understand it, is that it may 
appear to others that we are going beyond 
our jurisdiction. It is purely a matter of 
appearance and in the end we would have to 
deal with whether or not an action was taken 
against a non-resident person or corporation. 
If the terms of the Act do not permit the 
Crown to take that action, then nothing is 
lost. 


The Chairman: It is one approach to draft- 
ing legislation, senator—that it won’t hurt. 


senator Connolly (Ottawa West): Surely 
having regard to the jurisdiction that the fed- 
eral Government has in respect of criminal 
law both the amendment and the wording of 
the section are not ultra vires of the criminal 
jurisdiction that resides in this Parliament. So 
from that point of view both the amendment 
and the original form are valid. At this stage 
I must apologize for coming in late, but it 
seems to me from what littie of the discussion 
I have heard that if you have a person who 
pecomes an insider as a result of the defini- 
tions given in the act as drafted, then wheth- 
er he resides in Canada or not, if he comes 
here and violates the act, surely he is amena- 
ble to the criminal jurisdiction whether the 
company in question is incorporated else- 
where or not. 


The Chairman: The fact that you are a 
non-resident does not give you immunity to 
the criminal law of Canada if they can get 
hoid of you. However, if you do not come into 
Canada, the criminal law is not effective 
unless it is a matter involving extradition. 


Hon. Mr. Basford: Mr. Chairman, I think, 
with respect, that Senator Everett has raised 
a very valid point and one that would, if this 
amendment carried, create quite an anomaly 
that would be difficult to explain. We create 
under the Act a liability on insiders using 
confidential information and we extend the 
meaning of “insider” to include “associate” so 
that the insider and his associates are liable 
for any profit derived from the use of insider 
information, and the associate of an insider 
becomes, as set out in this section, any com- 
pany, any partner, any trust or any spouse, 
son or daughter. If the amendment were to 
carry it would mean that non-resident corpo- 
rations were not associates and therefore non- 
resident corporations could be associated with 
insiders and could profit from confidential 
information without liability, but non-resi- 
dent partners or non-resident trusts or estates 
could not. 
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You could, for example, transfer an estate 
from a Canadian trust company to a New 
York trust company and avoid the incidence 
of the section, or two brothers, one of whom 
was resident in Canada and one of whom who 
was not resident in Canada—one would be an 
associate and the other, if you follow the 
same logic, would not be. By this amendment 
you create a real anomaly in the act. So I go 
back with respect to what I said before that 
this definition is the same as used by the 
Ontario act, which has not, with due respect 
to Massey-Ferguson who raised the point, 
created any difficulties. 


The Chairman: There is no question but 
that the amendment in the form in which it is 
proposed would create difficulty and conflict 
as between (ii), Gii) and (iv) as against @. 
There is no question about that; it is obvious. 
Senator Connolly has raised a point which 
may be very interesting and indeed very 
valid. If a person who is in cahoots with an 
insider is a non-resident, and comes into 
Canada while he is in Canada he is of course 
within the jurisdiction of Canadian authori- 
ties. Under this section in the form in which 
it is now set down, if the authority were well 
aware of what was going on they would have 
an opportunity, by physically having the 

erson here, to take proceedings under the 
act if the section remained in the form in 
which it is at present. What your remedy 
would be if we were to change the section in 
line with the suggestion made is a matter of 
speculation. It might have to involve a charge 
of conspiracy including the insider and these 
non-residents. I am not keen to carry the 
torch for non-residents any more than we 
snould have an effective law here, but against 
that possibility I agree that if any of these 
people named in the _ seciion come _ into 
Canada, and this section were to remain in its 
present form, they could be proceeded 
against. Perhaps that is a good reason for not 
changing it. In the light of the discussion—I 
do not want to label this as your amendment, 
Senator Beaubien— 


Senator Beaubien: I understand part of it. I 
will withdraw it. 


Senator Molson: Mr. Chairman, I do not 
believe that Massey-Ferguson were asking for 
or deserve any special consideration, but they 
did point out a couple of problems in this 
sphere. I think in the actual mechanics of the 
thing it creates more difficulty for Canadian 
international companies, who, I think, might 
be acting in perfectly good faith in the 
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normal course of events than perhaps it does 
for individuals who, one is tempted to think, | 
might be acting in poor faith if they got | 
involved in this situation. 


The Chairman: No, I would think, Senator 
Molson, the Massey-Ferguson point bears) 
more on the next point that we are going 
to consider. That is to say, they said, 
“We have 86 companies incorporated in vari- 
ous jurisdictions around the world. If the 
directors and officers of those companies are 
put in the category of insiders, it rates an | 
impossible situation.” In an attempt to deal | 
with that, we did prepare an amendment. 


Senator Connelly (Ottawa West): Have you | 
finished with this one? 


The Chairman: Yes. Is this the view of the | 
committee, that this section stand in the form 
in which it appears in the bill? 


Hon. Senators: Agreed. 


The Chairman: On page 14, line 7—this 
more directly relates to Massey-Ferguson— 
the proposal was after the words “every 
director or officer” to insert the words “or- 
dinarily resident in Canada’. This was 
designed to meet the Massey-Ferguson situa- 
tion. Have you any comment on that, Mr. 
Minister? 


Senator Martin: That is after the word 


“officer’’? 
The Chairman: Yes. 


Hon. Mr. Basford: Mr. Chairman, yes, if l | 
may make a comment—and I am not trying . 
to be obstructionist, but— 


Senator Connolly (Ottawa West): You did. 
well on the first point. 


Hon. Mr. Basford: The effect of this amend-_ 
ment would be to restrict the meaning of 
section 98(2)(b) to only those officers and 
directors resident in Canada. 


I would like to point out that an amend- 
ment was made to Bill C-4 in the Committee 
in the other place, that the directors and offi- 
cers of a subsidiary shareholder be deemed to 
be an insider of its holding company. Not at 
my suggestion, but as a result of the testimo- 
ny of Mr. Purdy Crawford, a solicitor from 
Toronto, whom I suspect is known to you, Mr. 
Chairman—he being with the firm of Osler, 
Hoskin & Harcourt—Mr. Crawford was one 
of the two joint secretaries of the Kimber 
Committee, and, as such, he made substantial » 


ntributions to the drafting of the Ontario 
gislation. I would like to quote, if I may 
om his evidence in the other place whee 
fr. Crawford said: 


Speaking very generally, Mr. Chair- 
man, this is a technical defect we think 
exists in the Ontario legislation. You can 
_ be an insider of a company in Ontario by 
virtue of being an officer of a subsidiary. 
Unless the parent of the subsidiary is... 


| 


Senator Connolly (Ottawa West): Could you 
‘ad it more slowly, please? 


Hon. Mr. Basford: Yes. I have difficulty 
rith it, too. 


You can be an insider of a company in 
Ontario by virtue of being an officer of a 
subsidiary. Unless the parent of the sub- 
Sidiary is controlled by a grandparent 
you are ont an insider of the parent but 
you are an insider of all other subsidiar- 
ies of the parent so this is obviously a 
very technical matter. We suggest that the 
section should provide that a subsidiary 
is deemed to be an insider of its parent. 
If I can illustrate it in practical terms, 
you would be liable for improper insider 
trading in the shares of a brother or 


- liable for improper insider trading in the 
shares of a parent company. 


The concern has been expressed, as your 
hairman has pointed out, by Massey-Fergu- 
—and it might be said of other large com- 
ies too—that it would not be possible to 
force the filing requirements in the case of 
ubsidiaries established in far-away countries. 
would like to point out, Mr. Chairman, that 
here are exemption procedures provided in 
e bill, and I think they can provide the 
lief that is required. We understand that in 
omewhat similar circumstances this _was 
sing done in Ontario and the other provinces 
lat have followed the Ontario legislation. 


The Chairman: Mr. Minister, there was a 
ry simple answer I expected you might 
aake to this. That it that having agreed to let 
he previous section stand, we would be 
reating a conflict if we then made the pro- 
iosed amendment to this section. 


‘Senator Aird: I think that is the correct 
Osition. Surely, the two stand together. 


the two stand together 


a i : Yes, 
he Chairman: Ye notwithstanding 


r the two fall together, 
hat Mr. Crawford said. 
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sister company but you would not be 
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d Hon. Mr. Basford: If you, as Chairman, see 
it that way, I see it that way. 


The Chairman: Well, you heard Senator 
Aird agree with that position. 


= brought this point up because Massey- 
erguson had raised it, in an effort to relieve 
them of a situation which may be a very 
troublesome one, having to do so much in the 
way of paper work, but the minister has 
indicated that there are exemption provisions 
and maybe that is where we look for relief. . 


Senator Connolly (Otiawa West): So the 
second proposed amendment is gone? 


The Chairman: Well, we discussed it with- 
out actually making it a matter of a motion, 
sO we simply passed the section. 


Then, page 25, of the proposal... 


Senator Connolly (Ottawa West): You are 
going to have to give something sometime, 
Mr. Minister! 


The Chairman: Do not worry, we are build- 
ing up. 


Hon. Mr. Basford: I have already suggested 
two myself. 


The Chairman: We will do all right before 
we are through. 


On page 25, the new section 103, which is 
part of Clause 8, in subsection (2), which deals 
with a notice of record date, there may 
be a record date so far as your right to vote 
shares at a meeting of shareholders is con- 
cerned. Many companies have that provision, 
where they set a record date, and if you 
are on the register on that date you qualify to 
vote. If you acquire shares subsequently, then 
you do not qualify to vote. 


The suggestion was made in paragraph (b) 
that in addition to notifying each shareholder, 
although this is disjunctive, I am going to 
propose that (a) and (b) should be joined by 
“and” instead of “or” because it is a very 
important thing for a shareholder to know. 
Therefore, every means of communication 
should be used to let him know when his 


voting right is cut off. 


There were two things suggested here last 
time. I think Senator Beaubien suggested that 
any stock exchange in Canada on which these 
shares are listed should be notified as to the 
record date. 


Senator Beaubien: That is right. 
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The Chairman: I am suggesting that in 
addition we change the “or” to “ond” be- 
tween (a) and (b), so that the shareholder 
must receive notice and there must be an 
advertisement; and then another “and” and 
you put in a paragraph (c) which says: 


“to each recognized stock exchange in 
Canada on which the shares of the com- 
pany are listed.” 


Senator Flynn: The way the amendment 
was drafted it was “or” and you want “and”? 


The Chairman: No, it is “and”. 
Senator Fiynn: I see. 


The Chairman: I think every vehicle possi- 
ble should be used to let them know because 
this may be, in one sense, a denial of what a 
shareholder ordinarily thinks, that he has a 
voting right. I have been in situations where 
this difficulty has arisen. True, if you read 
your certificate you will know, but I think 
every means possible of communication 
should be given. 


Now, Mr. Minister, we have allied ourselves 
on the side of the angels. What have you to 
say against this proposal? 


Hon. Mr. Basford: Well, I am taken by 
surprise by your latest suggestion of changing 
the “or” to “and”. While you are on the side 
of the angels, I am afraid that I am going to 
have to be on the side of the corporate 
managers of Canada, because I can see this 
placing a rather considerable burden on them. 


I agree with the concept that the purpose 
should be to allow an opportunity for the 
shareholders to know the date of record, but 
to impose upon the managers of companies 
three obligations—one of notifying the stock 
exchange, one of advertising in a newspaper, 
and one of mailing notices to shareholders— 
is, I think, unnecessarily burdensome. Surely, 
if it is mailed to shareholders then that is 
sufficient notice to the shareholders. 


I am not generally regarded in this commit- 
tee, I think, as a spokesman for managers, but 
I must say that. If the Senate wants to place 
that obligation upon managers then I suppose 
it is free to do so. 


Senator Connolly (Ottawa West): I think 
there are four obligations. Some shareholders 
never read the newspapers, and they could 
proceed under (b) and not (a). 
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Senator Molson: Yes, (b) is not a substitute 
for mailing the notice. 


The Chairman: If the word “or” is there, 


then: 1t4s. 


Senator Molson: I mean it should not be | 


considered as a suitable substitute for (a), | 


because it is not an adequate notice in my 
view. 


Senator Beaubien: It has got to be “and”, 
and the stock exchange should be notified. It 
is being notified now. If a stock is listed on 
the stock exchange, and the exchange is not 
notified then it would delist the stock. It 
should be in the act, I think. 


Senater Connolly (Ottawa West): I know, 


that the minister has a practical problem in 
the House of Commons. Being on this side, I 
think, should not create any problem for him. 


Hon. Mr. Basford: No, it creates no prob- 
lems for me. 


Senator Connolly (Ottawa West): But does 
not the minister agree that.if the word “or” is 
used then (b) becomes a substitute? It will be 
the only thing they will use because it is 
cheaper. 


The Chairman: I am proposing “and”. 


Senator Connolly (Ottawa Wesi): Yes, but 
you have the word “or” there now. 


Senator Beaubien: No, we have “and” now. 


Senator Aird: Senator Connolly’s point is 
that (b) might be used as a complete substi- 
tute for (a). 


Senator Connolly (Ottawa West): That is 
right, and it would be perfectly proper for 
them to do it. 


The Chairman: Yes, it is not really ade- 
quate notice. Does the amendment stay on the 
side of angels, Mr. Minister, or have you any- 
thing further to say? 


Hon. Mr. Basford: No, I have nothing fur- 
ther to say. 


The Chairman: What is the view of the 
committee? Does the committee support the 
amendment? 


Senator Flynn: The question was whether 
we should have “and” at the end of (a). 
Should we require advertising and notice to 


the stock exchange, or should it be one or the 


other? 


Senator Beaubien: No, the notice sh 
: : ould 
to the stock exchange in all cases. 


Senator Flynn: What about advertising in 
e newspapers? 


Senator Connolly (Ottawa West): Surely 
there are very few stock exchanges, and that 
applies only when the company’s shares are 
listed. It is probably only a matter of another 
Six cents. 


_ The Chairman: Then this amendment is: 
Change the word “or” in subparagraph (a) in 
subsection (2) to “and”; then after subpara- 
4g aph (b) put in the word (or); and then add 
a new subparagraph (c) which reads: “to each 
é ecognized stock exchange in Canada on 
which the shares of the company are listed”. 


Hon. Senators: Agreed. 


Senator Evereti: Mr. Chairman, I am in 


ing what happens to a shareholder who on 
“the record date no longer holds a beneficial 
interest in the company. Under the terms of 
the act is he entitled to vote? 


Senator Flynn: No, I do not think so. 


He has no. beneficial 


Senator Evereti: 
interest. 


4 Senator Flynn: It is not because of the act 
that he would be entitied to vote. He has no 
hares, so he is not qualified any more. You 
“are disqualifying the new shareholder who 
“acquires his shares after the date, but that 
does not give the right to vote to someone 
‘who has disposed of his shares in the 
meantime. 


Senator Molson: But what if he has filed a 
proxy? 


- Senator Flynn: Yes, you have no control. It 
is up to the company here. It is a problem of 
Mrying to simplify the procedure for the com- 
pany. It is up to the company to check on all 
the transfers made after the date. 


I agree that it is up to the 
the way I read this, 
re is some provision 
ficial owner subse- 
have his owner- 
attend the 


F Senator Everett: 
company, according to 
but I am wondering if the 
‘that would allow a bene 
quent to the record date to 
‘ship recorded if he chooses to i 
shareholders’ meeting? If that is not mt = 
lis the antithesis true? Is an owner who ; 
‘sold his beneficial ownership eer 
attend the shareholders’ meeting, or to ae 
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ae aie thereby influence the conduct of 
e affairs of the company without having 
any beneficial ownership? 


The Chairman: That is a different question, 
senator. 


Senator Everett: I realize that, it just came 
to my mind that I might bring it to the minis- 
ter’s attention as a dangerous departure from 
ie itt law. The act may not intend it, 

bs ee 


The Chairman: Senator Everett, with 
respect to the matter of closing your transfer 
sheets, and saying at a certain instant, “These 
are the people who are qualified to vote,” I 
would say that the bylaws of the company 
provide that the company recognizes for all 
purposes the shareholders of record. I do not 
know how a company could do otherwise. 


Senator Flynn: But that does not give the 
right to vote to one who has disposed of his 
shares before the annual meeting. 


The Chairman: Usually the transfer books 
are closed in that period. 


Hon. Mr. Basford: The answer to both of 
Senator Everett’s questions is: No. That is an 
offhand answer, without taking advice. 


Senator Beaubien: I remember in 1936 
when the province was taking over Montreal 
Light, Heat and Power, that some sharehold- 
ers who had bought stock after the record 
date came to the meeting and presented their 
shares, and voted them. I may be wrong, but 
that is my recollection. They brought the 
shares to the meeting, and they voted them. 


Senator Flynn: But not with this section. 


The Chairman: I suspect that that was 
making assurance doubly sure. 


Senator Everett: I am not sure of my 
ground. I just wanted to bring to the minis- 
ter’s attention the possibility that the act 


might operate in this way. 

Senator Flynn: The other side of the story, 
I think, is that if somebody sells his shares 
before the meeting then he has not the right 
to vote. 


(Ottawa West): But he 


Connolly 
Senator efore he sold. 


may have sent in his proxy b 


Senator Flynn: That is right. It is a prob- 
lem for the company. 
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Senator Connolly (Ottawa West): Perhaps 
one of the minister’s officials would say what 
the situation is. Suppose a beneficial share- 
holder sent in his proxy and then after the 
register was closed sold his shares to me, and 
then suppose that I go to the meeting. What is 
the situation then? I have my shares. 


Senator Flynn: Yes, but you cannot vote. 


Mr. J. W. Ryan, Director, Legislation Sec- 
tion, Department of Justice: Mr. Chairman, 
may I read section 102 as it is on page 24 of 
the bill: 


Subject to section 103.. 
That is the setting of the record date. 


..and in the absence of other provisions 
in that behalf in the letters patent or 
supplementary letters patent, at all meet- 
ings of shareholders every shareholder is 
entitled to give one vote for each share 
then held by him, but no shareholder in 
arrears in respect of any call is entitled 
to vote at any meeting. 


Senator Molson: But that is subject to sec- 
tion 102. 


Mr. Ryan: Yes, that is where you send the 
notice of the time and place of the meeting. 
You send a list to whom you make the notifi- 
cation of the time and place of the meeting, 
and you are then sort of saved from sending 
notices to persons who subsequently become 
shareholders, and of whom you have no 
record at that time. 


Senator Connolly (Ottawa West): Yes. 


Senator Molson: On this basis you could 
have more than 100 per cent of votes at the 
meeting. If you have proxies in from people 
who cease to be shareholders and you have 
new purchasers of shares who register their 
shares on that, theoretically you could have 
101 per cent of the shareholders’ list vote. 


Senator Beaubien: 
they would have to 
cancel the proxy. 


If you vote your shares 
go to the register and 


Senator Aird: May I direct a question to 
Mr. Ryan? He has just read out section 102. 
The query I would like to make is why do 
you use the word “held” instead of owned? 


The Chairman: I would object to both them 
and I would say it should be of record. 


Senator Aird: I do not know if Mr. Ryan 
heard my question. 
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Mr. Ryan: I did not. 


Senator Aird: It seems to me that the word 
“held” raises problems. It raises the problem 
we have just been discussing. 


{ 


i 

The Chairman: On that point, Senator Aird, 

the present section 102 in the act uses the 
word “owned”’. 


Senator Aird: Perhaps there is a reason for 
the change. 


Mr. Ryan: I do not know, but it seems to be. 
more hold than held in the act than owned, 
which carries the connotation of a legal own-' 
ership or a beneficial ownership. Held is more 
frequently used in this sense of the share in) 
an individual case, because he may not be the 
owner of it in the beneficial sense. 


The Chairman: Mr. Ryan, I raise the ques- 
tion as to why use either owned or held. Why 
shouldn’t it be of record? The register is the 
voters’ list. | 

| 

Senator Flynn: Registered in his name in 
fact. 


Senator Connolly (Ottawa West): Suppose 
the register is closed and the transfer never- 
theless takes place. It could even be an over- 
the-counter sale. You then have a beneficial 
ownership which is not of record perhaps, 
although no doubt the buyer would try to get 
his shares registered and certainly notify the 
company that he had acquired it. 


The Chairman: But, the escape is really in 
the opening words of section 102 as proposed. 
The company’s by-laws are very specific. You 
will note that it says: 


Subject to section 103, and in the 
absence of other provisions in that behalf 
in the letters patent or supplementary 
letters patent. 


You would have to put your voting provisions 
in your letters patent or supplementary let- 
ters patent. 


Mr. Ryan: May I correct an observation I 
made earlier when I read section 102 without 
paying sufficient attention to section 103 as 
follows: 

(1) The directors of a company may, by 
resolution, fix a record date for determin- 


ing the shareholders who will be entitled 
to vote at meetings of shareholders. 


Therefore, 
taken. 


Senator Molson’s point is well 


The Chairman: That is right. The directors 


by resolution can set a record ; 
the voters... and determine 


Senator Flynn: The 

: y can take away the 
vote of a shareholder who acquires hi 
after a certain date? ; ‘cae 


The Chairman: That is right. 


| Senator Flynn: That is the only thing they 
can do. It does not give the right of the vote 
to one who sells his share before the meeting 
and after the date. 


The Chairman: No. 


Senator Connolly (Ottawa West): I am not 
too sure, in the light of what Mr. Ryan has 
said, because he says Senator Molson’s obser- 
vation was correct. His observation was to the 
effect that you would have perhaps 102 per 
cent’ of the shareholders voting. There is 
nothing to correct this. 


Senator Flynn: That is not what he meant. 
He did not mean that he was right in saying 
that, but that he was right when he pointed 
out that the witness had intimated this would 
be the result of his interpretation, which he 
‘has corrected now. 


Mr. Ryan: That is right. 


The Chairman: We have had an interesting 
discussion after we passed the amendment. 


Senator Benidickson: Have we a definition 
of recognized stock exchange? 


The Chairman: I would think if the ques- 
tion came up in a court of law it would be 


very easy to determine. 


Senator Phillips (Rigaud): If they consis- 
tently lose money. 


We now move on to page 
of hearing representations 
the other day in these paragraphs, starting 
“with subsection 6 on page 38, we dealt with 
the obligations of the company where 2a 
shareholder has put forward a proposal to the 
company and the obligation of the company 
to include that proposal in the information 
circular which they may send out in connec- 
tion with the annual meeting of shareholders. 
suggested, one of 
graph (8) on page 


The Chairman: 
39. In the course 


There were two things 
- which is found in subpara 
39. It says: 
Whenever 
proposal and any 
thereof may prope 


a company asserts that a 
statement in support 
rly be omitted from its 
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information circular and form of proxy 
the company shall, within fourteen days 
after its receipt of the proposal, notify 
the shareholder submitting the proposal 
of its intention to omit the proposal from 
the information circular and form of 
proxy and shall forward to him a state- 
ment of the reasons why the company 
deems the omission of the proposal to be 
proper. 


As a protection to the company the proposal 
was that if the assertion of the company is 
made in connection with the local matter on 
the basis of the advice of counsel, that that is 
a good answer for the company. The thing 
does not end there, because in section 106(1), 
which is proposed, it says that the minister or 
any person has failed to have his proposal 
included, he is given the right to apply to the 
chief justice or acting chief justice of the 
court of the province in which the head office 
of the company is located for an order requir- 
ing that this be done. 


It does give some protection in the first 
instance against frivolous and vexatious pro- 
ceedings by a disgruntled shareholder who 
has, as very often the case, put forward a very 
irrational sort of proposal. This is the type of 
an amendment that is proposed, that there be 
added subsection (9) immediately following 
subsection (8): 


(9) Whenever, pursuant to subsection 
(8), a company makes an assertion based 
on matters of law, the directors and offi- 
cers of the company may, subject to sec- 
tion 1061, rely on an opinion of counsel in 
making such an assertion. 


There is also a proposal that we add sub- 
section (10), which would read in this fashion. 
It deals with a shareholder who puts forward 
another proposal. At some time it is felt that 
he should have to put up some money if he is 
going to continue making types of proposals 
such as this. Subsection (10) 1s intended to do 
as follows: 


(10) A shareholder who, within the five 
calendar years preceding the meeting at 
which any further proposal of his is to be 
presented, has submitted two or mo! e 


proposals that have not received the 
favourable vote of a majority of the votes 
to, shall be required 


ast in regard there : 
is deposit with any such further proposal 


a sum reasonably sufficient to meet the 
expenses of the company 1m giving effect 
to any such further proposal; and 


' 
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(a) if such further proposal receives the 
favourable vote of a majority of the votes 
cast in regard thereto at the meeting of 
shareholders at which it is presented, the 
sum deposited shall be returned to the 
person who deposited the same; or 

(bo) if such further proposal does not 
receive the favourable vote of a majority 
of the votes cast in regard thereto at the 
meeting of shareholders at which it is 
presented, the sum deposited shall be 
used by the company to meet its 
expenses in connection with such propos- 
al, and the surplus, if any, of the sum 
deposited shall be returned to the person 
who made the deposit. 


The basis of this is that there should be some 
control at some stage where it is not just a 
free ride for any shareholder to put forward 
any kind of proposal. If he has put two for- 
ward in five years, and neither one has car- 
ried the favourable vote, then the next time 
he puts it forward he should have to put up 
some money. 


Senator Flynn: You want to create a pre- 
sumption that he is trying to make a nuisance 
of himself. 


The Chairman: 
presumption. 


It might be a logical 


Senator Flynn: On the question of wording, 
in the last line before (a) there is “giving 
effect to any such further proposal’. I think 
what you have in mind is “in submitting such 
proposal to shareholders” instead of “giving 
effect to: such, proposal”. 


The Chairman: Yes, I think that is correct. 
Strike out “giving effect to’ and insert “in 
submitting”’. 


Senator Flynn: It is not the cost of giving 
effect to it but in submitting it. 


Senator Molson: Why should he have to 
have two bashes at it, Mr. Chairman? 


Senator Beaubien: Two free. 


Senator Connolly (Ottawa West): On the 
principle that on the third strike you are out. 


Senator Molson: That is a good sporting 
plan, but I do not know that this is in the 
sporting field. You get these not bona fide 
interested shareholders, these perennially dif- 
ficult people, who come up with ideas that 
they really have not any faith in at all. I do 
not know whether the idea of two or more is 
necessarily right. 
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Senator Flynn: An alternative may be that | 


the directors could apply to a judge to decide 
in each case whether the proposal should be 
accompanied by a deposit. 


Senator Beaubien: That would be expen- 7 


sive. 


The Chairman: It might mean making it too | 


important. 
Senator Molson: It takes too long, too. 
The Chairman: Yes. 


Senator Molson: It would become impossi- 


ble to get the annual meeting off the ground | 


if you had to go through all these things. 


Senator Flynn: It would be a very simple | 


procedure. 
Senator Beaubien: What do you do now? 


Senator Gelinas: Who would decide on the 
amount and how it is arrived at? 


Senator Flynn: You calculate the expenses 
and the cost. 


The Chairman: Senator Gelinas, I would 
think that if a shareholder is able to draft a 
proposal, and if this is his third one, it may 
be that it is time he should have some idea of 
what the cost was or that he should ask the 
company what the cost is likely to be. 


Senator Flynn: Senator Gelinas was asking 
who is going to determine. The company is 
going to determine the cost of calling the 
meeting, I suppose. 


Senator Gelinas: Not calling the meeting, 
but to study the proposal, to have legal coun- 
sel and everything that goes along with it. 


Senator Martin: Mr. Chairman, what is the 
practice in other jurisdictions—in Ontario or 
in the United States? 


The Chairman: By other jurisdictions, do 
you mean provincial jurisdictions? 


Senator Martin: 


Yes, Ontario and other 
jurisdictions. 


Senator Beaubien: Ontario has something 
about putting up some money, does it not? 


Hon. Mr. Basford: This point on the share- 
holder initiative is a fairly new one, it is new 
in Bill C-4, and it is moulded after the 
American practice. We have put into it—and 
it was amended in the house committee—a 
good number of safeguards, more safeguards 


The Chairman: That is right. 


Hon. Mr. Basford: This is in order to avoid 
the frivolous and the silly and the crank com- 
plaints by which both people could force a 
company to submit their proposals to its 
shareholders. There were amendments made 
in the house for the purpose of making sure 
of that point. I have no difficulty with the 
second suggested amendment here, senators 
and at an opportune time I would address 
myself to it, but I have some difficulty with 
the first one. 


The Chairman: Now is the time. 


| Hon. Mr. Basford: There is no particular 
Ontario practice. 


Senator Beaubien: I remember reading 
somewhere that it was put in. 


Senator Connoliy (Ottawa West): Are you 
not talking now about the opinion of counsel? 


Hon. Mr. Basford: Mr. Chairman, with 
regard to this amendment I have no difficulty 
at all with the part entitied “deposit for fur- 
ther proposals” requiring on a third time that 
‘they be required to put up the costs. That is 
simply an additional safeguard. We have put 
in safeguards. There are safeguards in subsec- 
‘tion (6) to which I would draw your attention. 
“This would constitute another safeguard, to 
protect legitimate management against a 
: erank shareholder. 


I have difficulty with subsection (9), not 

because of the concept of it but just as to 
= what it means, or the effect of at; 
which I think is a little difficult. 


It is very clear, under subsection (9) as 
it is presently worded, that, even with the 
opinion of counsel, it would not be helpful to 
the company, in the case where the later 
‘section 106r applies, that is, the company 
would have opinion of its counsel that it need 
not include this proposal in its notice—the 
shareholder could go to court and get an 
order that it be included, as I read the act. So 
I am not sure what effect this opinion of 


counsel has. 


_ The Chairman: They would have a | 
defense if they were being sued for failure ae 
include the proposal. The suggestion might be 
that the reasons given are inadequate. If a 
counsel advises them on 4 matter of law 


gee Pe 
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involved in it ; ba 
them. , then that is a protection to 

Hon. Mr. Basford: I sce. 

Paitcrwn Phillips (Rigaud): Mr, Ministe: 
i" rough the chair, if an application is made to 
ni something which in the opinion of counsel 
or the company is ultra vires of thx powers 


of the company, the directors and officers of 
the company would be in a protected position 
with such a section—even if subsequently it 
were found that it was not ultra vires the 
powers—but at least the officers and directors 
acted on the advice of counsel. 


Hon. Mr. Basford: So long as it is recog- 
nized that this would not affect in any way 
the right of a judge to order otherwise. 


The Chairman: No, no. 


Hon. Mr. Basford: I think there is some 
confusion with respect to the American 
procedure, which I suspect this has been 


copied from. The procedure here is quite dif- 
ferent. If something is going to be left out, if 
the shareholder’s proposal is going to be left 
out under rule 14(a) of the Securities and 
Exchange Act, Iam advised that then manage- 
ment has to file with the SEC counsel’s opin- 
ion as to why they are leaving it out and the 
SEC is entitled to review this and make a 
decision. So the procedure here is really quite 
different and this has been taken from it, I 
think, without appreciating what the Ameri- 
can procedure is. 


The Chairman: No, I would not say that, 
because you do have a procedure here where, 
if the shareholders are not satisfied, or if the 
minister is not satisfied, you can g0 to the 
court to get an order. 


Senator Molson: This is dealing only, 
though, with the publication of the proposal. 
It does not in any way affect the shareholder's 
right at the meeting when he is in order to 
bring up a point for suggestion at the annual 
meeting. It is merely the notice. 


The Chairman: Yes. 


Hon. Mr. Basford: I am not pressing my 
point, Mr. Chairman. I did want to say, how- 
: 7 is ’ 
ever, that it does not affect the right of a 
bs 
judge to make an order. 


The Chairman: It does not, subject to sec- 
tion 1061. That amendment carries. 


Hon. Senators: Agreed. 


’ 
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The Chairman: Now, Mr. Minister, if you 
would look with me at section 1061, at the 
top of page 40, I have difficulty in trying to 
appreciate what is intended by the words at 
the end of that sentence. This is where you 
apply to the judge and he makes an order 
that the company really, in effect, include in 
its information circular the proposal put for- 
ward by the shareholder. But I do not know 
the additional power you are giving to the 
judge by the words at the end of that sen- 
tence, “such other order as to the judge seems 
fit.” That looks like carte blanche to the judge 
to apply any order of any kind. I do not know 
what it is. I do not know what would arise. I 
am wondering what the purpose of its being 
put in there is. 


Hon. Mr. Basford: Surely for the judge to 
have the power that he would think he would 
require to ensure the shareholder’s right. I am 
not sure that I can conceive of the kind of 
orders that would be made. A hypothetical 
case would be if the circular notice of meet- 
ing had already gone out and a judge were of 
the view that management had acted in quite 
a wrong manner; in that case the judge could 
make an order that the proposal be circulated. 


The Chairman: He has that power. He can 
make an order on the application. The judge 
designated may make an order of compliance 
requiring such person designated to comply 
therewith. That is the person in respect of 
which the application is made. In other 
words, he would issue an order of compliance. 
I am wondering what more authority you are 
going to give him. 


Hon. Mr. Basford: To comply therewith 
refers to sending out the proposal in the ordi- 
nary mailing of the notice of the meeting, 
which may, by the time this gets in front of a 
judge, already have gone out. The judge 
may, in order to protect the shareholder’s 
right, if management has acted in quite an 
improper way and the notice of the meeting 
has already gone out, order management to 
send the proposal out. I am speaking of 
very hypothetical cases, but that is one that 
comes to mind. 


Senator Phillips (Rigaud): He might even 
order an adjournment of the meeting, Mr. 
Chairman, pending the consideration of the 
motion of the minister. 


The Chairman: But it is the indefinite char- 
acter of the wording that I am objecting to, 
senator. I can see that if the notice, or if the 
information circular, has already gone out, 
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then to make an effective order of compliance | 
the judge would have to either order the. 


| 
| 


adjournment of the meeting or, if there were 
still time enough to get it out, order that 
this information circular be revised and be 


| 
| 
} 


mailed within a specific period of time. I can | 


see those things. But what else? I always 
wonder when I find words as broad as these 
just what horse is going to ride through them 
some time. I want to know what the drafts- 
man has in mind. 


Hon. Mr. Basford: Well, Mr. Ryan is the 


} 


| 
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draftsman. He can speak for himself. But I : 


have faith in the judge to make a proper 
order. 


Mr. Ryan: The draftsman also has faith in 
the judge to do that. 


Senator Phillips (Rigaud): I, too, have faith 
in judges, depending upon their conclusions. 


The Chairman: When they give a judgment 
in your favour they are wise and upright 
judges. 


senator Fiynn: Sometimes even when I lose 
I think that the judge has found the fault. 


Mr. Ryan: Typically with a provision of 
this kind, Mr. Chairman, no group of drafts- 
men or any single draftsman, trying to look 
forward to the future, can anticipate all the 
possibilities that may come up before a judge 
in a given set of facts of this kind. One can 
see the necessity for an adjournment, perhaps 
the necessity of having the whole matter done 
over again and perhaps the necessity of deal- 
ing with the matter of costs and other things 
as well. It is impossible to conceive of every- 
thing. Therefore, you are in a _ situation 
where, if you start listing those things that 
you can see, you may have made the very 
first case that appears incapable of being dealt 
with satisfactorily by the judge. 


The Chairman: Mr. Ryan, I have a sugges- 
tion to you right on that point. Suppose 
instead of the words “for such other order” 
you said “and for such additional order in 
connection therewith as may be necessary to 
implement the order of compliance’’. 


Senator Phillips (Rigaud): I was about to 
suggest the very thing, Mr. Chairman: ‘and 
for such other order related to such 
compliance’’. 


Mr. Ryan: Of course, you will restrict the 
meaning. If compliance is not capable of 
being ordered at that time, is there any other 
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‘situation that the judge might make a cure 


of? 


The Chairman: He has no jurisdi 
hey other jurisdic- 


' Hon. Mr. Basford: The compliance is the 
inclusion of a shareholder proposal in the 
normal regular mailing to the shareholder. 


That is what compliance refers to, and that 


may already have happened. If you give some 


_wording to the effect of ensuring or getting 


compliance, it does not answer the problem 


that the opportunity to comply may already 


have passed. I think that is what Mr. Ryan is 
getting at. 


The Chairman: No, it has not passed. 


Hon. Mr. Basford: Yes, because the ordi- 
nary mailing has already gone out. 


The Chairman: But he can adjourn the 
meeting. 


Hon. Mr. Basford: The point the draftsman 


-is making is that compliance does not refer to 


such things as adjournment, because the com- 
pliance refers to the inclusion of the proposal 
in the ordinary mailing of a notice of 
meeting. 


The Chairman: But the words that we were 
suggesting, Mr. Minister, were: “for such 
additional order as may be necessary to 


implement the order of compliance”. 


Senator Flynn: Mr. Chairman, I would sug- 
gest these words: “for such other related 
order as to the judge seems fit”. 


The Chairman: “Seems necessary”. 


Senator Flynn: “Related order”: that is the 
point. 


Senator Aird: I must agree with Senator 
Flynn, Mr. Chairman. I think what you 
should establish here is a relationship. 


Senator Flynn: 


Yes. Such other related 
order. 


Hon. Mr. Basford: I have no objection to 
Senator Flynn’s wording, Mr. Chairman. It : 
when it refers back to the compliance itsel 


that I have difficulty. 


The Chairman: Perhaps “such other rele- 
vant” would be better. 


st): ‘Rele- 


Senator Connolly (Ottawa We 
vant” is a better word. 
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atisfie with that née : ; 
une , Senator Phillips 
Senator Philli i 
ps (Rigaud): es 
Chairman. : po bBoars 


Hon. Senators: Agreed. 


The Chairman: We assume the minister is 
ready to accept that. 


Hon. Mr. Basford: Yes. 


Senator Molson: So you are just inserting 
the word “relevant”? 


The Chairman: Yes. Is it agreed that we 
insert the word “relevant” in the last line of 
that section 101., between the words “other” 
and ‘order’? 


Hon. Senators: Agreed. 


Senator Connolly (Ottawa West): Mr. 
Chairman, on a subsidiary matter, I notice it 
happens often in legislation that corrective 
action can be taken by the chief justice, the 
acting chief justice or a judge designated by 
them. The fact is they always designate. I am 
not suggesting an amendment at this time, 
but would it not be a good idea if instead of 
doing it that way we were to put it as a judge 
in the superior court of the appropriate 
jurisdiction? 


Hon. Mr. Basford: I have asked exactly the 
same question, Senator Connolly. The answer 
I get is that this is the way it has been 
worded in the Companies Act for quite some 
time, the purpose being that the chief justice 
generally designates one judge on his bench 
who has some knowledge and expertise on 
company affairs. That is why it is there. 


ques- 


Senator Flynn: There may also be the é 
juage 


tion of avoiding shopping to every 
successively. 


(Ottawa West): Those 


Senator Connolly 
All right. 


may be good reasons. 


The Chairman: The next amendment I 
want you to look at is on page 42. The 
suggestion is to strike out lines 21 to 25, 
inclusive. Really the only thing new here is to 
require that the applicant shall present a 
application in solemn declaration form.. }% 
would then read: 

«(2) Where it is shown to the 
by the Minister or upon the 
laration of the applicant 


i} 


Commission 
solemn dec- 
shareholders 
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that there are reasonable grounds for 
believing that in respect of the company 
concerned,” 


And then all the other parts fiow on from 
there. This is a serious step that a percentage 
of the shareholders take, and it should be 
impressed upon them. It is so easy to write a 
letter, but if you have to affirm it, it is anoth- 
er matter. 


Senator Flynn: It is a question of form only 
of the application by the shareholders. 


The Chairman: Yes, that is right. 


Senator Aird: Do I understand, Mr. Chair- 
man, that a solemn declaration equates to a 
declaration under oath? 


Mr. Hopkins: Mr. Ryan suggested this form 
of words as covering the situation. However, 
Mr. Ryan can speak for himself. 


Mr. Ryan: “Solemn declaration” is the ter- 
minology in the Criminal Code and that is 
why it is in this form here. 


Senator Connolly (Ottawa West): Mr. 
Chairman, just on that section I have a note 
here—‘‘112.(2) (b)...in a manner unfairly 
prejudicial to the interests of any sharehold- 
er;” and I have the word “wrongfully”. 


The Chairman: We are going to come back 
to that, Senator Connolly. I am taking it in a 
certain order where we have at least had 
language approval with Mr. Ryan. We will be 
coming back again to the first part of 112. 


Senator Martin: I should point out that in 
the language of the bill the minister follows 
the applicant shareholders and in the amend- 
ment the minister precedes the applicant 
shareholders. 


The Chairman: I think that is the order in 
which it should be. While we are on the 
point, and I do not want to embarrass the 
minister, I feel it is just not the right lan- 
guage to use to say that the Minister may 
apply to the Restrictive Trade Practices Com- 
mission himself. I think that where the minis- 
ter is concerned asking him to apply to an 
administrative body is not the language that 
should be used. I think we should word it that 
he refers it to the body. 


Hon. Mr. Basford: I am in the hands of the 
draftsmen there, Mr. Chairman. 


Mr. ‘Ryan: In that particular language 
where it is shown to the Commission by the 
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minister it is not an application by the 


minister. 


The Chairman: I am talking about para- 
graph (1). There it says ‘“...the minister on 
his own initiative, may apply to the Restric- 
tive Trade Practices Commission”. I think it 
should be that he may refer an application to 
them. We have had so much debate, and the 
Government Leader is well aware of this, 
because he was the one that provided the 
spark in a resolution in the Senate during the 
last session that we are very sensitive about 
the areas in which administrative bodies 
operate. We are very concerned that the min- 
ister should not be in any sense in the hands 
of administrative bodies. Therefore he would 
refer things to an administrative body and 
not apply to it for anything. Would you like 
to defend your language, Mr. Ryan? 


Mr. Ryan: I do not think you have left me 
with any defence. 


The Chairman: Then we shall say that the 
minister “may refer” instead of “apply” to 
the Restrictive Trade Practices Commission 
any such application. 


Hon. Mr. Basford: Could I ask what hap- 
pens then? Having referred it, what does the 
commission do? 


The Chairman: The commission goes ahead. 


Senator Flynn: It would decide on it in the 
same way as it would have if you applied. 


Senator Martin: You may not decide to 
refer, but if you do, you do so as a Minister 
with a higher authority than the board to 
which you are called upon in this section to 
refer it. 


The Chairman: We know the point we want 
to deal with here, so supposing we stand it 
and let Mr. Ryan and Mr. Hopkins settle the 
exact language. We approve in principle. 


Hon. Mr. Basford: I find it very amusing 
because I have been attacked in all the finan- 
cial press of the country and by some seéna- 
tors for wanting to control too much in a 
personal way the investigative process, and 
that is why we have the Restrictive Trade 
Practices Commission. 


Senator Flynn: We want the lesser of two 
evils. 


Hon. Mr. Basford: I see. Your show of con- 
fidence is inspiring, senator. 


RN 


a ana 


- misconduct” 
malfeasance. 


The Chairman: We will n i 

: ot indulge ji 
names, but I was not aware that any econ 
had attacked you on that ground. We will be 
coming back to 112 on another point. 


The next amendment is on pa 
Molson and Senator Flynn “eae oer 
tion to the discussion last day concerning the 
use of the words ‘fraud, misfeasance jee: 
conduct”. Now as to language the agreement 


is that if an amendment is to be made we 
‘should use ‘‘fraud, misfeasance or other mis- 


conduct,” which would then bring the ejus- 
dem generis rule into play. Then it would be 
misconduct of the character of fraud or 
misfeasance. 


Senator Evereti: Mr. Chairman, I would 
like to ask Mr. Ryan why he uses the term 
“misfeasance’” and not “malfeasance.” I ask 
you that because I think those two words 


have definite legal connotations and are de- 


finable in law. I would think that fraud would 
be better joined with malfeasance than with 
misfeasance. 


Mr. Ryan: May I just read you one com- 
ment from a dictionary. 


Misfeasance (in law) trespass, a wrong 
done. In more modern use more specifi- 
cally the misuse of power, wrong behavi- 
our in office, a wrongful and injurious 
exercise of lawful authority as distin- 
guished from malfeasance and non-feas- 
ance. 


Senator Everett: I think malfeasance 
requires some sort of prejudicial thought in 
advance thereof and it seems to me to tie in 
better if you are using the ejusdem generis 
rule with fraud than misfeasance. 


Except if you add “or other 


The Chairman: 
cover the element of 


you 


Senator Connolly (Oilawa West): To cover 
every criminal aspect. 


The Chairman: Yes, that is right. 


Mr. Ryan: ! would think that all the rest of 


it would be caught up with “misconduct”. 


The Chairman: That is what I said. Any 
comment, Mr. Minister? 


Hon. Mr. Basford: None, Mr. Chairman. 
Senator Flynn: I would like to know tad 

would be the French text in such a ae 

because I do not like the idea of “autre 1a 
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de gestion”. It see 
. med ' . 
bRoua" to me tha 


t it was very 

Mr. Roger Tasse, Assistant Deputy Minister 
(Corporate Affairs), Department of Consumer 
and Corporate Affairs: Mr. Chairman. we 
could not think of better French wording to 
translate “fraud, misfeasance or misconduct.” 


Senator Flynn: “Faute de gestion”. . . 


is 

peuaior Connolly (Ottawa West): That is 
not “misconduct”; it is “mismanagement”, 
perhaps. 


Senator Flynn: “Error of judgment”. 


Hon. Mr. Basford: But it is qualified in the 
French—and I am no expert on French—by 
the “autre”. However, I am not arguing the 
French with you. 


Senator Flynn: But “misconduct” and 
“faute de gestion”, to me, are so far apart 
that the word “other” would not have the 
same connotation. 


Senator Connolly (Ottawa West): If you use 
“faute de gestion” you may be getting outside 
the criminal law. Unless the other argument 
about subsidiary powers can be invoked suc- 
cessfully, you may very well be legislating 
beyond your jurisdiction. 


Senator Molson: Faute de conduite. 


Senator Flynn: J’aimerais mieux si l’on 
pouvait dire inconduite. 

Mr. Tasse: Est-ce que lon n’aurait pas le 
méme genre de probléme avec le mot “inecon- 
duite”? Je pense que, disons, 4 la fin des deux 
textes: .3 

The words in the two versions are equally 
good and ought to be integrated in the con- 
text of the two sections, unless there Is a 


contrary intention. 

Senator Fiynn: But using the very wide 
expression of “faute de gestion” would have 
the effect of diluting the meaning of “miscon- 


duct” in the English. 
Senator Connolly (Ottawa West): Surely, it 
would broaden it. 


Senator Flynn: Yes, that is what I mean, it 


would broaden it. 
Senator Connolly (Ottawa West): 
would be bigger. 


Senaior Flynn: 
word close to “incon 


The net 


Yes. If you could find a 
duite’—and we will leave 
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it to you, but I think it would be closer to the 
exact translation of “misconduct” and would 
be better than using the words “faute de 
gestion”’. 


Mr. Tasse: The word that comes to mind is 
“rmauvaise conduite’’, which is very broad too. 


senator Flynn: “Autre conduite fautive’’? 


senator Martin: Mauvaise conduite, c’est 


la méme chose que “misconduct”. 


Mr. Tasse: At least, one nice thing about 
the words we have in the French text is it 
has to do with the affairs of the company. 


senator Gelinas: Do you not think it is 
strong enough, Senator Flynn? 


senator Flynn: I think it is too wide. 


Senator Connolly (Ottawa West): The plain 
fact of the matter is this, that if the charge 
were laid in French against a French person, 
he would say, “Charge me under the English 
section!” 


senator Flynn: Maybe we could find a solu- 
tion by adding “ou autre faute de gestion de 
méme nature”—of the same nature as fraud 
and “abus de pouvoir”’. 


Senaior Connolly (Ottawa West): And you 
keep the criminal aspect? 


Senator Flynn: “autre faute de gestion de 
méme nature”. 


Senator Connolly (Ofiawa West): There is 
the ejusdem generis rule again. 


The Chairman: Mr. Tasse, are you taking 
note? 


Mr. Tasse: Yes. 
The Chairman: Are you agreeable? 


Hon. Senators: Agreed. 


The Chairman: Is it agreed that the French 
version is changed by adding after the word 
“gestion” the words “de méme nature”? 


Hon. Senators: Agreed. 


Hon. Mr. Basford: Could I just say, Mr. 
Chairman, that I have no observation to make 
on the amendment the committee has made to 
the French translation. However, this is sub- 
ject to whatever comment the Department of 
Justice translators may wish to make. Mr. 
Ryan does not purport to be one of the 
experts in French, nor does the minister. 
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The Chairman: Are you ready to speak on 
this now, Mr. Ryan? 


Fion. Mr. Basford: No, no. I say, “subject to 
whatever comments they may have to make’’. 


The Chairman: We have proceeded with 
the amendment and if there is a serious 
presentation... 


Hion. Mr. Basford: The sponsor could deal 
with this in the Senate. 


The Chairman: Yes, we can deal with it on 
third reading. 


The next is on page 43. The proposal is to 
strike out lines 18 to 25, both inclusive—and 
you have a copy there. May I give you the 
background? Under section 122—the new 
clause 12 of the bill—dealing with investiga- 
tions, there were two questions which I 
raised. One was that at the stage of the deter- 
mination by the commission as to whether an 
inspector should be appointed, the persons 
against whom the allegations are made should 
have the opportunity to be present and to be 
heard, to see the allegations and supporting 
material and to cross-examine those who 
make the allegations. 


Then, when I put that forward the other 
day, I asked the minister what objection he 
had to it. The objection he put forward was 
this, that is some cases, if they gave such 
notice and the order to appoint an inspector 
was subsequently made, and they came to 
seize the books, the books might have been 
destroyed. So what I suggested to deal with 
that was that we give the commission, at the 
stage it receives the application, the right, in 
its discretion, to impound the books and 
records at once. 


We have a draft of that which comes later, 
because the order we are following is an 
order in which there was more or less agree- 
ment on language, and we are dealing with 
them first. But what we are dealing with now, 
on page 43, is the second part of this point I 
made. This is the part which entitles the 
people who are complained against to appear 
and be heard, to see the material and to have 
the opportunity to cross-examine those who 
have made the allegations. You have a copy 
before you and, Mr. Minister, I think you 
have a copy, have you not? 


Hon. Mr. Basford: Yes. 


Senator Molson: Just adding “company” to 
‘the minister’’. 


The Chairman: Here is what it says: 
Strike out lines 18 to 25, both inclusive 
and substitute therefor the following: 

“(4) Where an application is made 
under subsection (1) by shareholders, the 
applicant shareholders shall give the 
Minister and the company reasonable 
notice thereof and the Minister and the 
company or their authorized representa- 
tives are entitled to appear in person or 
by counsel to examine the application 
and supporting material, to cross-examen- 
ine the applicants, and to be heard at any 
hearing of the application.” 


_ Do you have any comment, Mr. Minister? 


Hon. Mr. Basford: Yes, Mr. Chairman, may 
I comment with some enthusiasm in express- 
ing my personal opposition to this amend- 
ment, with respect? 


~The purpose of this whole investigation 
procedure is to assure the incorporating agen- 
ey—which in this case is the Federal Govern- 
ment—the power to examine the affairs of its 
ereatures or children. We incorporate compa- 
nies which go out with a federal name and a 
federal charter, and it seems to us, in our 
obligations to the public and to the investors 
and creditors, that we should have the right 
investigate those creatures of ours. 


We have had in the act for quite some 
years, since 1934, an investigation procedure. 
These amendments are designed to improve 
that procedure; with, at the same time, build- 
ing in proper safeguards against harassment, 
malicious and frivolous inspections and inves- 
tigations. This is why we have the Restrictive 
Trade Practices Commission. 


I think that senators should be aware that 
most of the cases that would be examined 
and inspected under these sections concern 
some pretty unscrupulous and undesirable 
operators. 


The Chairman: They might be. 


Hon. Mr. Basford: Well, if they are not the 
commission probably would not find reasons 
for investigation. But, there are penne. 
The commission is left with the decision 0 
whether notice shall be given or not. 
Throughout the whole inspection procedure 
counsel is allowed, and cross-examination 1S 
allowed. Before a report is made, and before 
the commission agrees with a ae fas 
person against whom the report 1S a 5 . 
must be given a copy; must be puiase Ba 
examine that report and to cross-examun 
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= report. So, it seems to me that there are 
sulicient safeguards provided in this section. 


Bihar eps Will you stop at that point, 
is 1s exactly what you said on the 
last day when I put the question to you, and 
when I asked you to divide your considera- 
tion. I did not want answers as to what the 
protections are, or as to what the safeguards 
are, after an inspector has been appointed. I 
asked you to assume that they are adequate. I 
want you to address yourself to the point 
where an application is made, and before a 
decision to appoint an inspector is made. Tell 
me what are the safeguards there. This is 
designed to provide safeguards at that level, 
before the order appointing an inspector is 
made. Your telling me that the sections of the 
bill provide ample safeguards and protection 
after an inspection is made is simply avoiding 
the issue. 


Hon. Mr. Basford: With respect, Mr. Chair- 
man and senators, I was not trying to avoid 
your question. There are senators here who 
were not present two weeks ago, and I 
wanted to place my arguments in front of 
them. I think that this additional provision is 
unnecessary by reason of the fact that there 
are other safeguards in the bill. I would point 
out, Mr. Chairman, that is extremely 
unusual, if not unheard of, that in an investi- 
gation procedure involving allegations, or 
possible allegations, of fraud and extreme 
misconduct that the person against whom 
those allegations are made be given notice 
before anything is done. It would mean, Mr. 
Chairman, if this amendment were accepted, 
that shareholders of a federal company, which 
we had incorporated, could come to the com- 
mission with allegations of fraud, and that 
the persons against whom the allegations 
were made would have to be given notice of 
that fact, while the same shareholders alleg- 
ing fraud could go to a provincial attorney 
general and not have to give that notice. The 
police in investigating criminal allegations or 
allegations of fraud do not give notice. That 
is well known. When a police authority on 
ries on an investigation It does not tell the 
people who are being investigated. 


he commission, under this act, 
investigating a federal creature, a federal 
company, would have to give notice to those 
against whom fraud was alleged, while a ba 
vincial attorney general would not, < ‘ 
seems to me to be quite an inconsistent 


situation. : 


So here t 
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I also suggest... 


The Chairman: Would you stop right at 
that point. Let us deal with your points seria- 
tim. You are comparing two situations that 
cannot be compared. If the administrative 
procedures are as adequate as you would 
indicate for the investigation of crime then 
that is in the hands of the provincial authori- 
ties, and they have their own method of con- 
ducting their proceedings. What I am saying 
here is that this is not the same sort of situa- 
tion. Here a percentage of shareholders will 
make an application alleging that somebody 
in management has been guilty of fraud. 
Now, at that stage the persons against whom 
the allegations are made, and before an 
inspector is appointed, should have the oppor- 
tunity of putting forward their side of the 
case, they should not be labelled, because at 
the decision to appoint an inspector there is 
no hearing in the sense that there is one 
afterwards. It is simply a matter of their con- 
sidering the application, and making an order 
appointing an inspector. The inspector then 
goes to work and holds a public hearing, but 
this is after the allegations are made. 


Hion. Mr. Basford: Excuse me, but it is not 
a public hearing, Mr. Chairman. The inspec- 
tion and the inquiry are conducted in private, 
and the Restrictive Trade Practices Commis- 
sion—which I know is a body you do not 
always envy—has at least a record of main- 
taining the secrecy of its inquiries and 
inspections. Nothing becomes public under 
this inquiry procedure until such time as the 
whole inquiry procedure is completed, and 
until those against whom any allegations are 
made have had an opportunity of seeing those 
allegations, cross-examining on them, and 
challenging them, and then it only becomes 
public when the commission decides that it 
becomes public. I would point out that it also 
has the right to decide that the proceedings 
shall never become public. 


Senaior Connolly (Ottawa West): I accept 
what the minister says on the matter of the 
public hearing, but I think the chairman has 
a point here, Mr. Minister, in that you can 
have a frivolous complaint laid by five or 
more shareholders, and it might very well 
Save a great deal of time of the commission, 
if the complaint being made against the com- 
pany, or some of its officers or directors, is 
frivolous, if they do not have to embark upon 
the investigation. What the chairman is, in 
effect; “saying: ‘to. you, ‘as’ I understand his 
remarks, is this, that you should give the 
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group against whom a complaint is laid an 
opportunity to defend itself forthwith, and 
you might very well avoid an investigation. I 


think there is an element of fairness in it. 


anyway, and it might very well cut out frivo- 
lous complaints. 


Hon. Mr. Basford: Senator Connolly, I might 


say, with respect, that I am as concerned 


about frivolous complaints as anyone else, but 


there are several techniques in the bill which | 


guard against frivolity. First, there are rea- 
sons spelled out on the basis of which the 
investigation can be launched. Now this 


morning I accepted an amendment to the | 


effect that it must by by solemn declaration. 
People are not going to sign solemn declara- 
tions frivolously. 


In the House of Commons I accepted wilil- 
ingly an amendment put forward by Mr. 
Marcel Lambert relating to costs, under 
which the commission can make an order as 
to costs, which again is a guard against 
frivolity. 


©0, I submit that the section as put in, and 
as amended in both the other place and here, 
contains safeguards against people acting 
recklessly and frivolously. You know, there 
are safeguards... 


The Chairman: I do not think it has, Mr. 
Minister. 


Hon. Mr. Basford: Perhaps I could make 
just one other point, Mr. Chairman, which I 
think is a rather important point. I do rely 
upon the fact that notice, in certain instances 
could result in evidence being destroyed or 
manipulated before it is got hold of. As you 
have pointed out, Mr. Chairman, you have an 
amendment to deal with that later on, which I 
am going to have to oppose, but this really 
goes together as a package. People will have 
notice that an investigation is to be launched, 
and the commission before it decides that an 
investigation shall be held will make an order 
to seize and search books. It seems to be a 
rather peculiar situation that the commission 
should make an order of search and seizure 
before it decides whether to hold an inspec- 
tion or not. Surely, that is an anomalous 
situation, but that is what these two amend- 
ments taken together would provide. Under 
the two amendments the five shareholders 
would apply to the commission, and the com- 
mission would say: “We have this applica- 
tion. We have to give notice to the persons 
complained against, but in order to decide 
whether an investigation should be held and 
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o protect the evidence we have to make an 
order for search and seizure”. So, before it 
decides on the appointment of an inspector 
and before it decides upon the holding of an 
nquiry, it has to have an order out against 
some company, or a group of directors, for 
search and seizure. Now, if one wants to 
damage a group of directors then it seems to 
me that there is no quicker way of doing it 
than that. 


Senator Cook: I was going to say, Mr. 
Chairman, that it seems to me that first of all 
you must have five shareholders, and second- 
ly they must represent 10 per cent of the 
capital. Then go before the Restrictive Trade 
Commission, which we assume 
would exercise some judicial discretion, and 
at that point, having carried out the process 
of subsection (2), the commission may or may 
not issue an order. 


What we are trying to prevent, on the one 
hand are frivolous investigations, and I agree 
with that. However, on the other hand, in my 
opinion we also want to stop giving notice to 
fraudulent financial businesses. I can think of 
‘some pretty smart financial people in the area 
‘I come from who, if they knew of an investi- 
gation, would get hold of the books before the 
commission. I think the dangers of frivolous 
investigations are much less than the dangers 
of giving notice to fraudulent financial busi- 
nesses. I agree with the provisions of the act 
now. 


The Chairman: Senator Cook, the thing you 
are overlooking completely is that first of all 
it is only when the shareholders make an 
application that these provisions would apply. 
If the minister refers the matter, these provl- 
‘sions do not apply under the amendment as 
proposed. The second thing is that when five 
shareholders join, representing 2 tenth of the 
| issued shares in an application to the commis- 
| sion, they have to make allegations, for 
instance, that the manager has been guilty of 
fraud. After that stage we say that is the 
-point—and there is no publicity—where the 
_manager, against whom the allegations are 
| made, should have the opportunity of meeting 
it. 


j ight get 
he question that they migh 
Be tarts o the commit- 


at the documents, I explained t um 
tee that there is anoher subsection a ae 

for the commission to impound. the cgi 
at that time so that there cannot be des 


tion of them. 
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Senator Cook: The 


re can be transfer of per- 
sonnel, however. " 


Senator Flynn: They cannot do that as soon 
as they hear that an application has been 
made to the minister. They can hear about it 
just the same, even if no notice is given, 


Senator Phillips (Rigaud): You have sus- 
pended for consideration one point on page 42 
which you said you would come back to. This 
is in regard to the possible insertion of the 
word “wrongfully” which we discussed at one 
of our previous hearings and to which Sena- 
tor Connolly (Ottawa West) referred to a few 
moments ago. I think that some of us, at least 
before judgment is issued on the basic issue 
here, would like to know what the views of 
the committee will be with respect to the 
insertion of the word “wrongfully”. 


You will remember a few weeks ago that I 
made the point. Senator Connolly can refer to 
his notes there in regard to that word. I have 
forgotten whether I gave the exact example, 
but five shareholders may take a point of 
view that the dividend policy of the company 
is prejudicial to them or that the acquisition 
or disposition of certain assets may be prej- 
udicial to them, or that sort of thing, and 
that the wording in subsection (b) is of an 
essentially civil nature. 


I suggest we might entertain the thought of 
using the word “wrongfully”. If we were to 
introduce such a word “have been wrongfully 
performed” and having already agreed to the 
amendment “or other misconduct,” with the 
appropriate French version, at least the sena- 
tors will be in a position to come to some 
conclusion as to whether the insertion of the 
word “wrongfully” may or may not deal with 
the problem up to a point. With the elimina- 
tion of the word “wrongfully” I think we 
have reduced paragraph (b) to civil conduct. 

The Chairman: I was wondering mere you 


suggest putting the word “wrongfully”? 
Senator Phillips (Rigaud): In paragraph (b). 


Line 33 before per- 


Urquhart: 
Senaior q suggested last 


formed. That is what was 
week. 

Senator Phillips (Rigaud): 
formed wrongfully”. 
“In a manner unfairly 


“Have been per- 


The Chairman: 
prejudicial”. | 
(Rigaud): Yes. I thought if 


Senator Phillips d in and if the minister 


we have that wor 
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could see fit to agree to the insertion of it, 
that it might bring about a qualified reaction 
to the subject matter. 


The Chairman: Do you have any comments 
on that, Mr. Basford? 


Hon. Mr. Basford: Where are you suggest- 
ing the word “wrongfully” should go? ‘Per- 
formed in a manner wrongfully prejudicial’’? 


The Chairman: No, “performed wrongfully 
in a manner’. 


Senator Phillips (Rigaud): It is consistent 
with the insertion of the other misconduct 
and generous rule. We should have the whole 
concept of fraud or other misconduct and 
irregularity and so forth, which I think has a 
bearing upon our chairman’s thinking by 
emphasizing the quasi criminal aspect. 


I was going to suggest, Mr. Chairman, if the 
minister would see fit to do so and you on 
your account would see fit to consider as to 
whether the proposed amendments should be 
considered... 


Hon. Mr. Basford: I really have no objec- 
tion except that it has been pointed out to me 
that if we put “wrongfully” in after per- 
formed, that the “unfairly” should come out. 
It should be “performed wrongfully in a 
manner prejudicial to the interests...”, 
because surely the unfairly is contained 
within the wrongfully. 


Senator Connolly (Ottawa West): I do not 
think the department should care, because 
once you reinforce the criminal jurisdiction, 
the criminal aspect of the thing, then you are 
clearly helping yourself on jurisdiction. 


Hon. Mr. Basford: We have no problem 
with jurisdiction. 


Senator Phillips (Rigaud): I am relating the 
insertion to the subject matter that is now 
being discussed. 


Senator Flynn: One way or the other it 
would be a good amendment. 


Hon. Mr. Basford: I see no difficulty in 
putting “wrongfully” after “performed,” but 
if we do that it seems to me that “unfairly” 
should come out. 


The Chairman: Is that agreed? 
Hon. Senators: Agreed. 


The Chairman: So we shall amend subsec- 
tion (2) of new section 112 on page 42, sub- 
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paragraph (b), by striking out the word “un- 
fairly” in the thirty-third and thirty-fourth 
lines and inserting “wrongfully” in the thirty- 
third line after the word ‘“‘performed’’. Is that 
approved by the committee? 


Hon. Senators: Agreed. 


Senator Phillips (Rigaud): In the light of 
that fact, would you reconsider the desirabili- 
ty of pressing for the attendance of the par- 
ties against whom the complaint is made? 


The Chairman: It does not change my view- 
point on the position of where the commission 
has received an application and the rights of 
the person against whom these allegations are 
made. As a matter of fact, putting in the 
word “wrongfully” only increases it because 


it gives it completely the character of a crimi- — 
nal allegation. I think there should be the © 


opportunity for people to be heard. There is 
no publicity about it. 


Senator Flynn: Mr. Chairman, the minister 
has not gone further than to say that your 
amendment is unnecessary. I don’t think he 
has convinced us entirely that it would be 
dangerous, because as you say there are other 
safeguards that could be inserted in the act. 


I wouid like to come back to paragraph 1 of 
section 112 and to note that the commission 
would have the right to give notice to such 
persons as the commission may require for an 
order. That is before the order is given. 
Therefore, the principle is already embodied 
there. I would say that the commission could 
give notice of the application to the company 
or to the persons affected by it. 


Fon. Mr. Basford: That is right. It is pro- 
vided that if the commission saw fit in proper 
circumstances to give such notice, but we are 
concerned about that, hopefully, minority of 
cases where we are dealing with the kinds of 
people Senator Cook dealt with in his 
remarks. 


The Chairman: I am not sure you meant 
that. 


Hon. Mr. Basford: I meant that he dealt 
with it in his remarks in this committee— 
where the commission would feel that notice 
should not be given—and it is to be hoped 
that that would be a minority of cases. It is 
probably those cases where the fraud and the 
misconduct occurs and where the investors 
and the creditors are being “taken to the 
cleaners’’. 
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Senator Flynn: Would it be possible to 
reach a compromise between your position 
and the chairman’s position, by taking this off 
om. section 112, the notice, and dealing with 
t e question of prior notice in a separate 
section, Saying that generally speaking, except 
where the commission fears that by giving 
notice it would give a chance to... 


Senator Beaubien: To culprits to escape. 


Senator Flynn: Yes, that the commission 
should always give the company or their 
authorized representative the right to 
question... 


Mr. Hopkins: Etcetera. 


Senator Flynn: We would put the principle 
there but we would give the right to the 
commission not do it if it saw fit, because of 
special circumstances. But we would affirm 
the principle. 


Senator Cook: It would be ten times worse. 


No. You could do it under 
Article 112. 


_ Senator Flynn: 
subsection (1) of 


Senator Cook: But you are judging him 
before you hear him, then. 


Senator Flynn: Then you say the commis- 
sion should do it except if it appears that by 
doing this you would be giving a chance to 
get rid of some of the evidence, or otherwise. 
It would be up to the commission to assess 
the dangers which the minister has outlined, 
‘that you outlined, but the principle would be 
that generally speaking you give the chance 
‘to the company to cross-examine the appli- 
cants. The principle is already there in subec- 
tion (1). But it is so hidden that it does not 
give a fair chance that you are seeking to 


_ The Chairman: As I understand it, what 
‘you are suggesting is to have words some- 
‘thing like this “except in a case where the 
commission feels that the giving of notice 


would imperil... 


Senator Beaubien: Jeopardize the evidence. 


Senator Flynn: Jeopardize. 


Then these rights are to be 
enjoyed. The only discretion you are ae 
) the commission is the discretion to deciae 


whether it is a proper case. 


The Chairman: 


_ Senator Flynn: Yes. 


The Chairman: If they decide itvads 
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S . 
binge maga They would have to think it 
, ey would have to be more careful. 


The Chairman: We were attempting to deal 
with that by giving the commission the right 
to exercise its discretion as to whether before 
it proceeds to hear the application it would 
seize the books. It is along the same lines 


; Pps Flynn: It would become a matter to 

ecide in every case, except where the com- 
mission: might feel that the issue would be 
jeopardized. 


Senator Beaubien: Certainly, it is a good 
compromise. 


Hon. Mr. Basford: I was looking for some 
eee I do not know whether we can find 
it. 

Senator Flynn: Probably it would require 
an amendment to section 112—subsection (1)? 


Hon. Mr. Basford: Perhaps we could go on 
to something else? 


The Chairman: Shall we let it stand? 
Hon. Senators: Agreed. 


Senator Molson: I would like to ask the 
minister something. Without something of this 
order suggested now—and I am not getting 
into the details of it—is it not possible today 
that if you have a fight for control, an 
individual that would have, say 10 per cent or 
better, could get two or three or three or four 
of his cousins, to get the five shareholders, for 
the sake of argument, and then request this 
investigation and it might be in this sense on 
frivolous ground because he is merely seeking 
tows 


Senator Beaubien: Discredit the administra- 
tion. 


Senator Molson: Yes, and really seeking to 
get control of the thing. It would be almost 
impossible at that stage, without going into it 
in some depth, for the commission to make a 
decision as to whether it was frivolous. But 
immediately they could go into it, and hear 
perhaps the other side or some other side, the 
whole purpose might become apparent. Is this 
some reason? Is this not possible ? Is there not 
a strong possibility where you might have bs 
couple of bad fights where there seem to have 


been no holds barred. 
Basford: It is partly for this 


e. that I cannot accept the two 
iggested here, because 


Hon. Mr. 
reason, I suppos 
amendments that I st 
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the power of search and seizure is such, as 
provided in these amendments, that in that 
case those five shareholders, wanting to gain 
control and wanting to embarrass manage- 
ment, could make up their frivolous com- 
plaint and the commission, as the amendment 
proposes, would have to order search and 
seizure. 


The Chairman: No. 


Hon. Mr. Basford: That is what it says, Mr. 
Chairman. 


The Chairman: No. 
Hon. Mr. Basford: If it wanted to. 


Senator Flynn: We could put that at the 
option of the commission, as in the suggestion 
that I have made. Here the commission “may 
order’’. 


The Chairman: No, Mr. Minister, you are 
wrong. The proposed amendment on seizure 
says “may’’, that is, that the commission may, 
immediately on receipt of the application, and 
prior to issuing its order for the investigation, 
by ex parte order... 


Hon. Mr. Basford: And if the five were able 
to persuade the commission that this is what 
they should do, that there was danger of 
these books disappearing or being tampered 
with, that management, by the fact, that the 
company’s books had been seized—I do not 
suggest destroyed, but certainly been 
damaged in its fight, before the commission 
had even decided to hold an investigation. 


With respect, my opposition to this is not 
frivolous. It is for those reasons, with respect, 
that I would urge senators not to accept those 
amendments. 


The Chairman: I think the amendments are 
in the interests of the people against whom 
the allegations are being made, at a stage 
where positive action will be taken and they 
would have no notice. You want protection 
and I asked you the reason for it the other 
day and you said that they might destroy the 
documents and I said we would give you an 
amendment to impound them right away. 
They still have right of proceeding. 


Hon. Mr. Basford: With respect, I say that 
is a very unusual procedure which I have real 
doubts that the House of Commons would 
accept, because you could have search and 
seizure of the company’s books before you 
have any decision to have inspection. 


The Chairman: That is not the judgment 
we make, on whether we amend or not, that | 
the House of Commons may not accept it. 


Senator Flynn: If you have that fear or if 
the commission has that fear, as soon as it 
will seize on application it will immediately | 
issue the other order impounding the docu- 
ments. It will be done at the same time and 
can be done in one day. : 


Hon. Mr. Basford: No, Senator Flynn. | 


Senator Flynn: There is no real protection | 
or diirerence. | 


FHion. Mr. Basford: With respect, that is not 
the case. | 


Senator Everett: Under this amendment, | 
under the proposed amendment, is it not so | 
that the complaint is made, the commission | 
makes an investigation, it determines whether 
or not to issue an order and when it issues an | 
order, notice goes to the parties affected and 
they can appear at that time. 


Senator Flynn: They can order seizure at | 
that time also. 


The Chairman: On the investigation, after | 
the order appointing the inspector is made. 
That is what Bill C-4 says. | 


Senator Everett: That is right, but if the — 
commission decides not to proceed after 
making its investigation, nothing has been 
printed. If it does decide to proceed, those 
alleged to have committed the offence are 
entitled to notice and to appear and to hear 
all the allegations against them and the evi- 
dence in the hearing of the commission itself. 
That is a settled practice of the Restrictive 
Trade Practices Commission in combines 
investigations or resale price maintenance 
investigations. 


I do not quite see the prejudice to the com- 
pany where the commission is doing nothing 
more than investigating a complaint as to 
whether or not it is a valid complaint. If they 
determine in their mind that it is a valid 
complaint, they then issue an order and at 
that stage the company that is alleged to have 
committed the offence has the right to appear 
and to hear the charge and hear the evidence 
against it. 


The Chairman: Senator, what you are over- 
looking is the fact that if the commission 
proceeds to investigate whether or not it 
should make an order, there is still the ques- 
tion of how it should proceed. How does it 
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roceed? The minister is afraid that the news 


ight leak out and that the books mj 
Son ooks might be 


Senator Everett: I am afraid of that, too. 


The Chairman: This must happen if they 
investigate. 


Senator Evereti: Let us assume somebody 
writes to the director to the effect that a 
combine exists or that there is a conspiracy of 

ome sort and it is entirely frivolous. If at 
that stage the director were required to issue 
notice to the parties concerned that they had 
received this complaint, then I think the thing 
‘would be an issue before the director ever 
found out whether the complaint was frivo- 
lous. If it is not frivolous, then the director 
issues an order—and I may be wrong in my 
procedure there... 


Hon. Mr. Basford: I think you are. 


Senator Evereti: But at that stage a deter- 
mination is made and notice is given to the 
companies or to the individuals affected. That 
is all this section means to me. I can see how, 
if you put in the amendment to the section, 
you might create a very embarrassing situa- 
tion for the company involved because share- 
holders could be frivolous and might very 
' well cause notices to the issued and books to 
be seized where the director himself does not 
Hi want to do that and where the minister does 
- not want to do it. Nevertheless, if they decide 
_ that it is not frivolous, there is no question 
here that the company is not going to get 
notice if they decide to proceed. It is only that 
they do not get notice if they do not decide to 
proceed. 


The Chairman: The commission may 
impound the documents right away. That is 
Wall it says. This is in their discretion. They 
‘have to exercise that discretion based upon 
the nature of the allegations that are made. 


ti 


Hon. Mr. Basford: It is also in here that 
they are prepared to trust the commission 
whether to seize and search and break into 
buildings. Those are words that I have never 
even seen before. You are prepared to trust 
the discretion of the commission with that 
tremendously powerful power and yet you 
are not prepared to trust the commission 
in the exercise of its discretion as to whether 
or not to give notice. 
what I am saying. 
tion to the commis-~ 
y suggestion would 


Senator Flynn: That is 
We should give the discre 
sion not to give notice. M 
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be to give discretion to the commission not to 
give prior notice in cases where it deems that 
it would not be safe to do so. You reverse the 
situation. Here it gives discretion to the com- 
Mission to give notice. I would turn it around. 


Senator Connolly (Ottawa West): In what 
way? 


Senator Flynn: In this way: we would 
affirm the right to the persons involved in the 
application to question the application unless 
the commission would deem that, by giving 
notice and by giving this right to question the 
application right away before an order is 
given, it would jeopardize the case and would 
allow an opportunity for the destruction of 
the books. I think the principle would be 
correct. We are dealing here with a situation 
which is about the same as an interim 
injunction. 


Senator Cook: Your amendment would not 
hamstring the Commission. 


Senator Flynn: The judge will not give an 
injunction unless he hears the party. He may 
issue an injunction for only five days, as you 
know, without giving prior notice. 


Senator Everett: He has that discretion, and 
you are giving the Commission a similar 
discretion. 


Senator Flynn: It would not give the Com- 
mission discretion not to give notice but 
would affirm the principle that notice should 
be given unless the Commission deems it dan- 
gerous. That would meet your point, Mr. 
Chairman. 


The Chairman: I understand this section, 
Mr. Tasse, is pretty much taken from the 


Bankruptcy Act, in the seizure provision. Is 
that correct? 


Mr. Tasse: I think there is a provision along 
those lines in that act, yes, although I do not 
have the Bankruptcy Act with me. 


The Chairman: We will have that here in a 


moment. That sort of provision works in con- 
nection with seizure in the Bankruptcy Act, 
and the language is very similar to this 
amendment. 


Mr. Tasse: Except that in the case of bank- 
ruptcy we are dealing with a company ne 
has already gone under and is already out 0 


business. 


Senator Molson: And 
destroyed its records in some C 


has already 


ases. 


which 
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The Chairman: Honourable senators, I 
think we should stand these amendments in 
order to see if we can incorporate language 
along the lines Senator Flynn has suggested. 


Senator Flynn: I think it would be a fair 
compromise, if acceptable to the minister. 


The Chairman: Is that agreeable to the 
committee? 


Hon. Senators: Agreed. 


The Chairman: Then on page 52, immedi- 
ately after line 14 add the following as sub- 
section (2) of proposed section 112c: 


“(2.). Nothing in section 112, 1128 or 
this section compels the production by a 
solicitor of a document containing a 
privileged communication made by or to 
him in that capacity or authorizes the 
taking of possession of any document in 
his possession without the consent of his 
client or upon an order of a court.” 


Now, this is, as you know, the client’s privi- 
lege, and it is the solicitor’s duty to exercise 
it on behalf of the client. The solicitor must 
assert the privilege, but the client can relieve 
him from that obligation, or you can go to the 
court and get an order. 


Senator Connolly (Ottawa West): The privi- 
lege is the privilege of the client and not of 
the solicitor. 


The Chairman: It is the privilege of the 
client, yes. 


senator Flynn: But it is the duty of the 
solicitor. 


The Chairman: It is the duty of the solicitor 
to assert it, yes. 


Senator Molson: What 
capacity’ mean here? 


does “in that 


Senator Flynn: As solicitor. 


Senator Cook: He must be retained by the 
client. He cannot be just a friend or an 
acquaintance. It is not sufficient to speak to 
the lawyer as a friend or as an acquaintance, 
but you must hire him as your solicitor. 


The Chairman: That is right. Have you any 
comment, Mr. Minister? 


Hon. Mr. Basford: No. I have no objection. 


The Chairman: Is this amendment agreed 
to by the committee? 
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Hon. Senators: Agreed. 


The Chairman: There was a question raised | 
the other day in connection with the use of | 
the word “criminal” on page 52, section 112c. 
There you will find the words “any criminal | 
proceedings”. If I might just explain the | 
point; ordinarily when somebody appears in > 
court and he is asked a question to which he | 
objects on the grounds that the answer may | 
incriminate him, if the judge decides the | 
question should be answered, he gives a. 
direction to the witness to answer the ques- | 
tion but tells him that the answer will not be : 
used against him in any proceedings other 
than a proceeding for perjury. The question | 
then arises as to whether the protection that — 
is afforded in this manner is only in relation 
to criminal proceedings or whether it also | 
applies in civil proceedings. I am not at all | 
satisfied that there would be a civil 
protection. 


Senator Flynn: It does not exist in civil 
matters. 


The Chairman: No. 


Hon. Mr. Basford: Here again we are in the 
hands of the draftsmen, Mr. Chairman. 


The Chairman: The neat question is wheth- 
er in your opinion the use of the word “crimi- 
nal” does take away or limit in any way any 
right the person required to answer might 
otherwise have. 


Senator Benidickson: Before Mr. Ryan 
speaks, would he comment upon the compara- 
ble rights of a witness before a Congressional 
committee in the United States. 


Mr. Ryan: Mr. Chairman, I suppose that is 
in relation to the fifth amendment. This gets 
somewhat into that area insofar as the crimi- 
nal law is concerned. The position in the 
common law would be, as I recall it, that if 
you were asked questions as a witness the 
answers to which would tend to criminate or 
incriminate you, you had the right to object 
to answering such questions. Subsequently 
statute law has come along in a number of 
areas and has removed that common law 
right of refusing to answer and compels you 
to answer but they preface it by saying, and 
this is from recollection, that where a person 
objects to giving evidence because the giving 
of that evidence would tend to criminate him 
and but for this act he would not have to give 
the evidence, he is then protected from the 
consequences of the evidence insofar as it 


——— 
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may not be used against him in a criminal 
proceeding or a quasi-criminal proceeding 


Now, in the Evidence Acts of the prov- 
inces—and I have only had occasion to refer 


_ to one recently—it is expressed in that way, 


but it says that where a witness is compelled 
to give evidence by an act of the Parliament 
of Canada or an act of the legislature of a 
province, and he objects to giving evidence 


but is compelled by this act to do so, the 
evidence so given by him may not be used 


against him in any action for a contravention 
of an act of the legislature of the province. 


Section 5(2) of the Canada Evidence Act 
has a similar provision related to protection 
but it is related to a prosecution under an act 
of the Parliament of Canada or a criminal 
prosecution. Now the effect of this section 
112C is that instead of the person being 
required to object to giving this evidence, he 
does not have to object, but the evidence may 
not be receivable against him. So in effect it 
has brought section 5(2) of the Canada Evi- 
dence Act in without his claiming the benefit 
Ofe-18, 


Senator Flynn: I think the chairman 
wanted some protection for the witness if he 
was sued in a civil court. I do not think we 
should give him that protection. 


The Chairman: What I said was that I do 
not think it goes that far. 


Senator Flynn: It should not go that far. 


The Chairman: And I do not know how we 
could do it. 


Senator Flynn: It would apply only to 
criminal proceedings. 


The Chairman: IJ raised the question only 
because some senators raised it the last time. 


Senator Flynn: To me there is no doubt 
that in a civil case the evidence that he has 


given could be used again. 
Mr. Chairman, if in a 


he same questions 
d knowing that 


Senator Urquhart: 
civil court he was nes t . 
as he has been previously asKe ; 
he had given certain answers to those San 
tions, would he then be liable for perjury ‘ 
he gave different answers? That is the poin 


that is being made. 

The Chairman: If he 
same way, he would certainly b 
perjury. 


did not answer in the 
e committing 
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Senator Urquhart: So jf he does not a 


in the same way, he really d : 
. 7 ° 
protection. ; se 


nswer 
have 


Senaior Flynn: He does not have protection 
In a Civil case. 


_ The Chairman: Now, coming to page 52 
line 38 you will find that we propose to strike 
out the word “for” and substitute therefore 
the words “to the extent of”. There was a 
discussion of this last day in committee. 


Hon. Mr. Basford: I have no objection to 
that, Mr. Chairman, but could we have an 
explanation of what it does. 


The Chairman: Well, you can take the 
advice of your own counsel. 


Mr. Ryan: I was consulted as to the form, 
and I could not see any objection to the form, 
but like the minister I am not sure exactly 
what it does. 


Mr. Hopkins: May I echo the sentiments of 
Mr. Ryan exactly. 


Senator Connolly (Ottawa West): Surely 
they mean the same thing. It is a very unim- 
portant amendment. 


Senator Flynn: Could we not leave it to Mr. 
Ryan to use it or not as he sees fit? 


The Chairman: Mr. Ryan will be the inter- 
preter. You say, Mr. Ryan, that you see no 
substantial difference in the use of the word 
“for” and the use of the words “to the extent 


OL’ 


Mr. Ryan: There is no substantial differ- 
ence, Mr. Chairman. But there might be—and 
I think one has to try to find some kind of 
difference to justify the amendment—in the 
sense that “for” is a preposition that is a bit 
tighter than “to the extent of” which is a 
looser preposition. one might reason from 
that that one cannot be used for amounts less 
than that whereas if you use “for” you are 
fixed to the amount. I do not think that is a 
substantial change. 


Connolly (Ottawa West): Next time 


Senator 
and we will change 


put in “to the extent of” 
it back to “for”. 


Flynn: It would give the right to 
sdaasactien ie less than the amount. w ors 
you see any justification for giving age a 
cretion to the Crown? Could somebody - ect 
to the section on the basis that he is not being 


sued for the full amount? 
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I am not sure. 


Senator Connolly (Ottawa West): 
Crown can always make a settlement. 


The Chairman: Coming now to page 
53—and this is the last one we will deal with 
before lunch—there the recommended 
amendment is to strike out lines 12 to 19 
inclusive and substitute therefor the follow- 
ing: 


The Chairman: 


The 


“(4) Upon the termination of the inves- 
tigation, the Commission may order that 
any security given pursuant to subsection 
(3) be returned to the applicant but if the 
Commission holds that the application 
was vexatious or malicious it may” 


Then it goes on to (a), (b) and (Cc). 


Senator Cook: Does “it may, upon the 
recommendation of the Minister,’ go in? 


The Chairman: No, that goes out. We are 
taking the minister out of this section. He has 
been terribly overworked in this bill so far. 


Hon. Mr. Basford: The commission could 
only do this on my recommendation, and 
apparently people don’t like me that much 
any more. 


Senator Connolly (Ottawa West): It might 
save you a great deal of headaches in fact. 


The Chairman: We are very solicitous 
today. Is this agreed to? 


Hon. Senators: Agreed. 


The Chairman: We shall go into a different 
series of amendments this afternoon. There is 
one very important one; that is the question 
of validity, provincial securities legislation 
and this bill, and how we resolve it; whether 
we can create and maintain two parallel lines 
without having conflict. 


Senator Phillips (Rigaud): What is to be 
done with Senator Flynn’s suggestion with 
respect to the other item? Is that to stand? 


The Chairman: Yes. Those two proposed 
amendments stand, and Mr. Hopkins will 
attempt to put Senator Flynn’s thoughts in 
words. If Mr. Ryan is so co-operative as to sit 
in with him and add his experience and 
knowledge, we would appreciate it; but we 
will go ahead in any event. 


Senator Connolly (Ottawa West): Mr. 
Chairman, could I ask the minister a question 
before we break up? This is a more general 
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question. Although I could not put my finger 
on the clause, this act will come into force on 
proclamation—is that so? 


Hon. Mr. Basford: Yes. 


Senator Connolly (Ottawa West): Could you 
give me the reference? 


The Chairman: This is on page 106. 


Senator Connolly (Otiawa West): Assuming 
that to be the case, is there any idea yet in 
the minds of the officials as to when the act 
might be proclaimed? 


Secondly, because this question has arisen 
and a number of people have been asking 
about it, for companies who have their annual 
statements due after the proclamation, will 
they be required to make special disclosure 
and file statements before the end of their 
normal fiscal year? 


Hon. Mr. Basford: The section is on page 
106, the last section, by which the act or any 
part of it could be proclaimed. I would think 
parts of it we would want to proclaim quite 
quickly, such as 38(a) which is very urgently 
needed. With regard to other parts, let us 
take the insider trading provisions. We have 
to set up the proper machinery within the 
department before we can proclaim it and 
make it effective, so I cannot give you a 
definitive answer; it will be spread out. 


I think you were concerned about compa- 
nies having to make two statements within 
one year. I think that is provided for within 
the act, that these provisions come in for its 
financial year. 


Senator Connolly (Ottawa West): That is 
what I understood. 


Hon. Mr. Basford: And they do not have to 
report on one basis for half a year and on 
another basis for the other half. It is geared 
to their financial year. 


The Chairman: I just want to ask Mr. Ryan 
if he will have a look at one thing during the 
recess. I notice on page 79 you exclude the 
application of certain sections in the Corpora- 
tions Act, and you provide for the substitu- 
tion of a new subsection (1) in section 149. I 
was wondering if you would have a look at 
section 150 and tell me why it should not be 
excluded. Maybe you can tell us after lunch. 


Hon. Mr. Basford: In answer to Senator 
Phillips’ question, could I put on the record 
this, which senators may want to think about 
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...called the ‘“Commission’’) upon rea- 
sonable notice to the company except 
where the Commission is of the opinion 
that the giving of notice to the company 
in view of the allegations made by the 
applicants would likely prejudice any 
investigation ordered by the Commission 
for an order. . 


The Chairman: “give notice” I assume. all 
the implications go with the giving of notice. 
On any hearing they may appear. Is that 
intended to be included? The giving of notice 
means nothing unless they are entitled to 
appear. 


Senator Flynn: You could probably supple- 
ment that by saying, “When notice has been 
given”. 


Hon. Mr. 
application. 


Basford: It is notice of the 


Senator Flynn: ‘When notice has been 
given as provided, then the company or the 
authorized representative may question...” 
and so on and so forth. 


The Chairman: We will adjourn until 2 
o’clock. I have mentioned one important 
point; that is the validity question. There is 
another question that was discussed at length 
the last day, the position put forward by Bell 
Canada as to whether they should be Letters 
Patent or not. 


The committee adjourned until 2 p.m. 


...Upon resuming at 2.05 p.m. 


The Chairman: We are waiting for Senator 
Flynn, and while we do so I think that there 
are one or two items that we can clear up 


very quickly. 


Senator Molson raised a ques- 
tion last week as to some of the offences 
created which are in their nature absolute 
and for which there is no defence. If a mes- 


. : d 
senger on his way to the mailbox droppe 
: ulars and proxies, 


Mr. Minister, 


and they did not... 
Senator Beaubien: To say nothing of the 
Postmaster General. 


The Chairman: The obligation is to a. 
them by prepaid mail, so the responsibility 1s 
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- responsibility of the company until such 
ime as they are dropped in the box. 


Senator Beaubien: I 
: you can prove that 
they had dropped into the box. 


The Chairman: You can always swear an 
affidavit as to that. Senator Molson raised the 
point that in these circumstances some person 
who might through some inadvertence or an 
act of God have this happen to him would 
still end us with a criminal record. I am told 
that there are five places in the bill where 
there are provisions under which this sort of 
situation could occur, and where there is no 
defence. It has been suggested, for instance, 
that on page 19, line 16, we insert the word 
“wilfully” after the word “who”. 


Mr. Ryan, you do assure us, do you not, 
that these are all the places where that sort 
of offence is created? 


Mr. Ryan: Mr. Chairman, I could not give 
you that assurance. These are the ones that 
look as though they might create a question 
of absolute criminal liability. With respect to 
the others there are defences a little later on, 
but these are the dangerous ones. 


The Chairman: My question was too broad. 
The five that are noted here create offences 
where there would be an absolute... 


Mr. Ryan: Yes, it could be so interpreted 
by the court. The law is a bit of a jungle in 
this area. 


The Chairman: So, on page 19, line 16, it is 
suggested that after the word “who” we 
insert the word “wilfully”. I take it that you 
have no comment on this, Mr. Minister? 


Hon. Mr. Basford: No, I have not, Mr. 
Chairman. 


The Chairman: Is that agreed to? 


Hon. Senators: Agreed. 
20, it 


The Chairman: Then, on page 31, line 
we 


—— éSax7} ” 
is suggested that after the w ord who 


should insert the word “knowingly”. 


Mr. Hopkins: What about “wilfully”’” 


Mr. Ryan: Yes, “wilfully”. 


Very well, it seems that we 


Chairman: 
- “wilfully”. Is that 


should insert the word 
agreed? 
an, it really does not 


n: Mr. Chairm 
eee as long as there 1s 


make that much difference, 
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some adverb in there. I think “knowingly” is 
in your amendment. 


The Chairman: Very well, we will make it 
“wilfully”. Then on page 50, line 20, it is 
suggested that we strike out the word “know- 
ingly”, and put in the word “wilfully”. 


Mr. Hopkins: Well, there is doubt about 
that. 


The Chairman: I am bowing to Mr. Ryan. 
He leans to the word “wilfully”, so we are 
putting it in and striking out the word 
“knowingly”’. 


Mr. Hopkins: But not in the next two. 
The Chairman: This is only on page 50, line 


20. 


Mr. Ryan: May I explain that? It is more 
compatible with the “wilfully” that is already 
in the bill in other areas. That is the basic 
reason for the change. 


The Chairman: We knew you had good rea- 
sons for it, Mr. Ryan. 


Then, on page 77, line 12, it is suggested 
that after the word “who” we insert the word 
“knowingly”. Is that agreed? 


Hion. Senators: Agreed. 


The Chairman: Then, on page 77, line 18, it 
is suggested that after the word “who” we 
should insert the word “knowingly”. Is that 
agreed as well? 


Hon. Senators: Agreed. 


Hon. Mr. Basford: I am not sure, but can 
you knowingly acquiesce? If you acquiesce it 
means that you just do not care. You may not 
necessarily know, but you just do not care. 


Mr. Ryan: Mr. Chairman, the point brought 
out by the minister is well taken. In the 
Securities Act of Ontario, where you run into 
that situation of acquiescence or these others, 
it contains the word “knowingly.” In some of 
our sections we already have the word 
“knowingly” in there. Omission of the ordi- 
nary in this case might create a presumption 
against having some knowledge against what 
you are doing and not a mechanical doing of 
it. It is a matter of making our own bill. 


The Chairman: I can conceive that you can 
acquiesce without appreciating the import of 
what you are doing. 


Mr. Hopkins: It would not hurt. 
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The Chairman: You just go along with 
something. 


Mr. Ryan: It has to be something more than | 
a failure to do or pay attention. We will note 
the minister’s statement in connection with 
acquiescence. The word may occur in some 
other legislation and we might want to quote 
it against him in regard to something else. 


Hon. Mr. Basford: It seems to me a contra- | 
diction in terms. Maybe I should look at the 
meaning of acquiescence. | 


The Chairman: I have heard the expression | 
of dignified acquiescence describing certain | 
behaviours. 


Senator Beaubien: The minister knowingly | 
authorizes the permits. 


The Chairman: If you want to break that 
up I suppose you could say knowingly author- 
izes and submits. 


Mr. Ryan: Mr. Chairman, there is more 
involved than simply this. There are cases 
which I cannot refer to by name in England 
which I saw not too long ago in the old Eng- 
lish Reports in which a director merely went 
along with all the other directors. As a result 
he was liable for a criminal offence. Then the 
element of mens rea came up as a defence 
and the court had great difficulty in deter- 
mining whether it was an absolute liability on 
him or should have taken a more positive act 
or his acquiescence in sort of a negative sense 
constituted an offence in which he should 
have been liable under the terms of the 
statute. 


It is a matter of extreme difficulty in this 
mens rea, because as I say each time the 
court has to consider it they have to look at 
the whole context of the act, such as the 
public policy to be invoked by the act and 
determine whether or not the mens rea ele- 
ment has been removed. 


If you have “knowingly” in some cases and 
not in others there is the possibility that the 
court will construe this as an absolute liabili- 
ty. That is the reason these were brought to 
your attention and not that I recommend 
them to you. 


The Chairman: We will leave it as is. Does 
the committee approve? 


Hon. Senators: Agreed. 


The Chairman: Mr. Hopkins has had a go 
at the suggestion you have made, incorporat- 
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ing also the suggestions which the minister 
made. The minister’s suggestion referred to 
page 42 by which we would delete lines 15 16 
and 17 and then you start the line “called the 
commission” and then it goes on: 


Upon reasonable notice to the company 
except where the Commission is of the 
opinion that the giving of notice to the 
company in view of the allegations made 
by the applicants would likely prejudice 
any investigation ordered by the Com- 
mission, for an order. 


Then there was some further discussion. 
This is show in our proceedings of this morn- 
ing. At one point I said “give notice”. Then I 
said to the minister: “I assume all the 
implications go with the giving of notice. On 
any hearing they may appear. Is that intend- 
ed to be included? The giving of notice means 
nothing unless they are entitled to appear.” 
Mr. Basford said, “It is notice of the 
application.” 


Following that, we have provided on page 
43, to strike out lines 18 to 25 amd substitute 
the following. We would cover the question of 
a hearing and this is in line with part of what 
I proposed this morning; that is, where an 
application is made under subsection (1) by 
shareholders and notice is given to the com- 
pany pursuant to that subsection, the minister 
and the company or their authorized 
representatives are entitled to appear in 
person or by counsel to examine the applica- 
tion and supporting material, to cross exam- 
ine the applicants and to be heard at any 
hearing of the application. This is all pre- 
dicated of course upon the commission decid- 
ing that they will give a notice. 


Senator Flynn: This is my idea. 


The Chairman: Of course it is based on the 


acceptance by this committee of the suggested 


notice is given to a company. 


amendment by the minister to subsection (1) 
of the new 112. It spells out what the position 
is at the hearing if the commission makes 


such an order. 


Hon. Mr. Basford: It does not provide for 
what subsection (4) was intended to provide. 
Where there is an application by shareholders 
the shareholders shall have to give the minis- 
ten notice that, the minister may appear: This 


is another protection against frivolous 
applications. This only provides for when a 
We go on to 


provide, as subsection (4) does, for the right 
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for the minister to appear where there is no 
notice given to the company. 


The Chairman: You can say notice is given 
to the company. 


Hon. Mr. Basford: Subsection (4) is con- 
cerned with the case where notice is not 
given, but the applicants must give notice to 
the minister so that he may appear and say, 
for example, that this is a frivolous and silly 
application and it should not be heard. That 
is the intention of subsection (4). 


I am not opposing this amendment, but it 
does not go on and leave in the provisions of 
subsection (4). 


Senator Molson: You mean to split it in 
two. 


Mr. Ryan: There is another point that I 
would like to raise. Of course, I do not have 
the amendments in front of me. You will 
recall this morning discussion arose about the 
words “may apply” in respect of the minister 
so that subsection (1) has another amendment 
and which I suggest creates further problems 
in that section. It is one thing to say that the 
minister may refer to the Restrictive Trade 
Practices Commission, but for what and to do 
what? It may be that what we are trying to 
reach may cause an application to be made— 
shareholders apply—but the minister may 
cause an application to be made which will 
solve the problem mentioned this morning. 
When you come down to adding the words 
which have just been added, as I read them, 
they go in before an order directing an inves- 
tigation. From a sheer drafting point of view, 
it is a rather awkward place to put them. If 
permitted by the committee I would like to 
discuss the form of the amendment on subsec- 
tion (1), taking in what you have done this 
morning, plus this new matter and setting up 
a new form of that. We can do it in a few 
minutes. Possibly you can relieve us later on 
and we will try to meet the policies you 


trying to reach. 


are 


The Chairman: How many minutes did you 


say you would require? 
Mr. Ryan: That depends on whether we can 


agree. I think the two points can be reached 
by rearrangement of subsection (1), which I 


think is essential. 
je minister is quite cor- 


rect that something has been lost. I do not 
know whether you intend that or not. It may 


i f putting in a new subse 
be a combination o p 


In subsection (4) tl 
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tion. I am not prepared to create a flow of 
words, because usually I submit up to seven 
drafts before I submit it to a body of this 
kind. 


Mr. Hopkins: So do I if I have the time. I 
do not think the problem is in any way capa- 
ble of resolution very quickly. 


Senator Cook: We have agreed on the 
policy, have we not? 


The Chairman: Yes. 


Mr. Hopkins: If we agree on the principle, 
wording is not a problem. 


The Chairman: What I was going to suggest 
is for us to move on to something else and 
maybe Mr. Ryan and Mr. Hopkins will 
adjourn and come back in possibly eight 
minutes. 


Senator Flynn: Even if they are unable to 
agree in eight minutes... 


The Chairman: If they are ready before the 
eight minutes we will hear them. 


Senator Flynn: There is no necessity to 
come to a definite decision today. 


The Chairman: I think Senator Cook raised 
the point. We have agreed on the policy and 
the principle and what is to go in. We can 
either hurry it or not. The only reason for 
speeding it up and doing it now is that we 
would reach the stage of a report sooner. 


Senator Flynn: My understanding is that 
the Senate will come back on the twenty- 
ninth, and if there is a problem we could look 
at it then. 


The Chairman: Maybe in the interest of the 
different things we are planning, the commit- 
tee might have to meet on Tuesday afternoon. 


Senator Flynn: Or Wednesday morning. 


The Chairman: I would think Tuesday aft- 
ernoon would have to be the time. 


Senator Beaubien: We are sitting Tuesday 
night. 


The Chairman: Why do we not leave it in 
this way, that we still retain Mr. Ryan and 
Mr. Hopkins, they can get together after- 
wards and draft it. We have approved in 
principle of these changes. We have noted the 
minister’s position in relation to subsection 
(4). We have no desire to take anything away 
from him that subsection (4) gives but we are 
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adding something and we have agreed on 
this. 


Senator Flynn: In relation to subsection (4), 
that the notice should be given to the compa- 
ny and other directly interested parties, here 
it is mentioned in the amendment submitted 
this morning: ‘“‘the company or their author- 
ized representatives”. 


The Chairman: Yes. 


Senator Flynn: I would suggest that some- | 
times it may be the case of directors who are 


directly implied. 
The Chairman: Yes. 


Senaior Flynn: 
should say “‘the company or the others direct- 
ly affected by the application”, I think that is 
what you have in mind. 


Senator Phillips (Rigaud): This is the point 
that I have in mind that the complaint may 
not be directed against one of the authorized 
agents, it may be directed against the direc- 
tors or officers as such. 


Senator Flynn: A company or any person 
directly involved. 


Hon. Mr. Basford: This is one of the dif- 
ficulties with this whole concept of giving 
notice before an investigation even starts. 
Often, you do not know who is involved and 
who should be given notice. 


The Chairman: You know who is involved. 


Senator Phillips (Rigaud): The commission 
will be able to judge. At least, we provided 
the discretionary power, but I think we ought 
to include that the notice, if it were decided 
to give notice, be directed not only to the 
company but other parties and interests. 


The Chairman: It could be other parties 
named in the application. 


Ssnaior Phillips (Rigaud): Yes, that is what 
I meant. I am just directing the thought to 
Mr. Ryan. . 


The Chairman: Then, does this stand, that 
the committee has approved, subject to the 
wording? 


Now, we had a question, at the last meet- 
ing, raised in connection with corporate trus- 
tees. We wanted some clarification. You might 
have a corporate trustee administering differ- 
ent estates in different areas in Canada and 
each one of those estates may have a certain 


It may be the wording — 
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percentage of shares of one particular 3 
ny. The sum total of their holdings ibe 
various estates might exceed the amount 
which would put them in the position of 
being corporate trustees being an insider and 
having to follow all the requirements that 
insiders must follow under the act. The 
suggestion was made that we should put some 
limitation in there so that the qualifications to 
become an insider would have to be achieved 
in relation to a beneficiary, one beneficiary of 
that quantity of shares. We have an amend- 
ment here. May I read it to you. It is sup- 
posed to go in on page 14. In line 27, that we 
add a subparagraph (iii) and this is the way it 
reads: 


Page 14: Immediately after line 27 add, 
as subsection (iii) of proposed new para- 
graph 98, the following: 


Exception (iii) subparagraph (ii) of 
Paragraph (b) of subsection (1) does not 
apply to a corporation that exercises con- 
trol or direction as a trustee over the 
equity shares of a public company carry- 
ing more than ten per cent of the voting 
rights attached to all equity shares of the 
public company for the time being out- 
standing unless the trustee corporation 
exercises such control or direction on 
behalf of any one person who beneficially 
owns, directly or indirectly, equity shares 
of the public company carrying more 
than ten per cent of the voting rights 
attached to all equity shares of the com- 
pany for the time being outstanding. 


This is locking it in so that in the particular 
case there must be a ten per cent. You cannot 
achieve it by doing some addition in relation 
to a group of estates that are entirely unrelat- 
ed. Have you any comments, Mr. Minister? 


Senator Cook: Just a moment. As a matter 
of information, does this apply only to a trust 
company? 


The Chairman: A corporate trustee. 


Senator Cook: It could not be any other 
_ kind of corporation? 


> 


The Chairman: No. 


I 
Senator Beaubien: It is a trustee, not a 


‘ corporation. 


Senator Cook: If it could only vie aa 
trust company that is all right. Laie aA se 
asked the question. It is only a sma Y . 
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od Hopkins: We had considered that, but 
fr. Ryan preferred this wording and I went 
along with him and I think 


he is on g 
grounds in putting it in this mas 


way. 


. Hon, Mr. Basford: This section that is now 
in Bill C-4 is similar in wording to the 
Ontario Securities Act. I make two observa- 
tions. One is that trust companies and corpo- 
rate trustees appear to have had no difficulty 
under the Ontario act. We have been in com- 
munication with some of their officers to 
determine that. Secondly, the more these acts 
are different, the more it creates problems for 
people trying to determine whether the cor- 
porate trustee would not be an insider under 
the Canada Corporations Act, and would not 
be an insider if it had shares in a federal 
company. Is he an insider under the Ontario 
Securities Act or not? That is going to have 
to be determined by someone. Because the 
two acts in this respect are different, or 
would be different to this amendment. 


Thirdly, I would point out that the provi- 
sions were put into the Ontario Act, I am 
advised, in 1968, so that the trustee under a 
voting trust agreement would be deemed to 
be an insider under the Ontario Act, and that 
of course would be the effect under the 
Canada Corporations Act and the effective- 
ness of the section in the cases of voting trust 
agreements would, in my view, if the amend- 
ment carried, be substantially reduced, as the 
section would not apply whenever the trustee 
holding securities on behalf of others, who in 
the aggregate may have equity shares of a 
company, carrying much more than ten per 
cent, but who separately do not own shares 
carrying more than ten per cent of the voting 
rights. Therefore, because the trust companies 
seem to have been able to manage well under 
the Ontario Act, because it may create some 
difficulties in differences of wording, and 
because it may jeopardize the section as it 
relates not to corporate trustees under an 
estate at will but as trustees under a voting 
trust agreement, we had to consider the posi- 


tion rather carefully. 
Minister we did not 


conjure up this problem. It was the trust com 
anies that stated the problem and I assume 
the stated the problem because they were 
ae about the way it was in fe agt abot 
i i r ev it is like the 
j slation. In any event, 1 
ie this morning saying he did not sipery 
He Commons would accept a Se teat tin 
id i wn show here, 
e did it. We run our 0 : 
Venthae what Ontario may do and, so far as 


The Chairman: Mr. 
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creating a conflict is concerned, the federal 
act creates some conflicts now and there 
is not any indication apparently that 
they are going to be resolved. Bill C-4 prohib- 
its an insider from selling short. Under the 
provincial securities acts an insider may sell 
short, but he must notify the broker that he is 
selling short and the broker must tell on the 
exchange when he is making the sale, that he 
is selling short. So, if you are going to con- 
jure up conflicts, there are some conflicts 
there now. If you are going to remove some, 
then let us remove all of them. 


Hon. Mr. Basford: I have said, Mr. Chair- 
man, many times over that it is our purpose 
to produce as much as possible an act of 
uniformity between the Ontario act and this 
act. In my view there is no need for a differ- 
ence between them and we have tried to 
avoid it. In spite of the fact that trust compa- 
nies have made this representation, I have 
pointed out that they have been able to oper- 
ate quite successfully under the Ontario act 
and therefore the question arises: why should 
we create a lack of uniformity that in my 
view need not be created? 


Senator Flynn: There is a stronger argu- 
ment than that, I might say. 


Senator Beaubien: Under this section a 
company like the Royal Trust would own 10 
per cent of a great many of our big corpora- 
tions which they would be administering as 
trustees. If the section is not amended, then 
every one of the officers of the Royal Trust 
would be insiders. A great many officers of 
the Royal Trust are administering and buying 
and selling the securities of these numerous 
companies of which they would be deemed to 
be insiders. How could they advise, according 
to the law, their clients to sell securities and 
so on, if they were deemed to be insiders? I 
think it has to be amended. 


The Chairman: You have heard the pro- 
posed amendment, honourable senators. Is the 
committee in favour of the amendment as I 
have read it? 


Mr. Ryan: May I make a comment at this 
time, Mr. Chairman? I think the attention of 
the committee should be directed to a fact 
that I have not heard mentioned yet, namely 
that this is subparagraph (3) we are talking 
about, a definition of “insider”. I draw your 
attention particularly to the governing words: 


Any person who ‘exercises control or 
direction over the equity shares of a 
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public company carrying more than ten 
per cent... 


If you are talking about a trustee or a trust 
company that holds shares on behalf of an 
account, there is no real problem. They do 
not fall under this. 


Senator Beaubien: Yes, they do. In the 
majority of cases they are administering and 
deciding. 


Mr. Ryan: But administering is not the 
governing word. It is “exercises control or 
direction over the equity shares of a public 
company”. I think the attention of the com- 
mittee should be directed to that, because you 
could have a situation where 90 per cent of 
the shares of a company are held by a trustee 
or a trust company that exercises the control 
or direction over these shares, and surely at 
that point they are as powerful in that com- 
pany with the knowledge of that company as 
an individual who might exercise the same 
control or direction. I point this out to you 
because I do not think it was mentioned. 


Senator Beaubien: Mr. Ryan, if they are 
controlling 90 per cent, as you say, of the 
shares of a corporation and they find that the 
corporation is going badly and they sell them 
out, can they be sued because they are insid- 
ers that are acting on inside information? If 
they cannot sell them out and cannot be sued, 
then they cannot discharge their duties as 
trustees. 


Senator Cook: The beneficiaries can sue 
them, if they do not sell. 


The Chairman: Yes, and they might very 
well. 


I think we have shaken this back and forth 
sufficiently. Is the committee ready to 
approve? Those in favor signify. Contrary, if 
any? Carried. 


Now, Mr. Minister, I believe you are aware 
of the problem Massey-Ferguson posed, and 
this item is an amendment intended to deal 
with that situation. The Massey-Ferguson 
position was that they hoped this amendment 
would overcome the problem concerning the 
grossing-up of assets and revenues by a pri- 
vate company with those of its affiliate com- 
panies for determining those companies which 
must report under section 121E. They say: 


We think that such wording would 
overcome our own problem of having our 
two federally incorporated subsidiaries 
whose assets and revenues are well under 
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the limits set in subsection 3(b) having to 
file statements merely because of their 
affiliation with the Massey-Ferguson 
Group, when their financial results are in 
any case consolidated with those of Mas- 
sey-Ferguson Limited. It would at the 
same time carry out the intent of the 
Section, which, we understand, is to have 
full disclosure of the financial statements 
of private companies which might be 
affiliated with many small private compa- 
nies none of which are presently filing 
financial statements. 


Now, the amendment is a rewording of sec- 
ion 121E, (4), which is found on page 63. The 
amendment is as follows: 


“For the purposes of paragraph (b) of 
subsection (3), the gross revenues and 
total assets of any other company with 
which a private company mentioned in the 
said paragraph (b) is affiliated within the 
meaning of section 1218 shall be included 
in the gross revenue and the total assets 
of that private company, unless the pri- 
vate company and its affiliates are sub- 
sidiaries whose financial statements are 
consolidated with those of a holding com- 
pany which files such consolidated finan- 
cial statements in accordance with para- 
graph (b) of subsection (1).” 


This deals with the problem. The question 
is what is the minister’s view on it? 


Senator Phillips (Rigaud): Does this not 
imply provide for consolidation? at is all 
t does. 


The Chairman: That consolidation will be 
ufficient, yes. 


Senator Phillips (Rigaud): Yes. 


Hon. Mr. Basford: I have no comment, Mr. 
hairman. 


The Chairman: Does the committee ap- 
prove? 


Hon. Senators: Agreed. 
The Chairman: Carried. 


{ 
Senator Everett: Mr. Chairman, I really do 
‘not understand what we approved here. 


The Chairman: Have you a copy of the 
-amendment before you? 


Senator Everett: Yes, I have. 
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The Chairman: What i 
. at is the : 
not understand? ov cerrape a 
Senator Everett: I am trying to figure out 
what this does; what this amendment does. 


Subsection (4) seems to say that if you are 
affiliated you have to lump it altogether. Is 


that correct? 


The Chairman: What it is designed to do is 
prevent the subsidiaries, whose assets and 
revenues are well below the amounts set out 
in Bill C-4, from having to file statements 
merely because of their affiliation with the 
Massey-Ferguson group. 


Senator Phillips (Rigaud): As I see it, Mr. 
Chairman, it simply means that these are dif- 
ferentiated from the private companies on a 
consolidated basis. 


The Chairman: That is right. 


Senator Everett: Does it say this: if a com- 
pany is filing a consolidated statement, you do 
not add in the affiliates that are already in 
the consolidation? 


The Chairman: The affiliates do not have to 
file. 


Mr. J. F. Grandy, Depuiy Minister, Depart- 
ment of Consumer and Corporate Affairs: The 
information is in the consolidated statement 
and therefore does not have to be filed sepa- 
rately by the small company. 


Senator Phillips (Rigaud): A private compa- 
ny, as I see it, and its affiliates that do not 
form part of a consolidated picture are cov- 
ered by the present section 4, but in the case 
of consolidation, this particular section as 
presently drafted does not apply. 


Senator Everett: Do I understand that for 
the gross revenue part of the section you get 
two affiliated companies and lump them 


together? 


The Chairman: If you have two affiliated 
companies which are subsidiaries of a holding 
company, if the holding company files a con- 


solidated return... 


t dealing with section 4 


i ‘ that the 
amend it. Do I understand . 
pooped 4p you have two affiliat- 


‘active of 4 is that if 2 t 
snail Rel one doing a $6 million nage 
of business and the other one doing an 2 
million volume of business that the a 
them together are doing $14 million 4 ro 
of business and: therefore have 


Senator Everett: Bu 
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although individually they would not have to 
do so. 


The Chairman: Individually they do not 
have to file. 


Senator Everett: But does this mean that if 
those two companies have been consolidated 
in the statement they do not have to file 
separately. Is that what you are trying to say? 


The Chairman: That is the intent of the 
amendment. Is this carried? 


Hon. Senators: Agreed. 


The Chairman: The next amendment stems 
from a memorandum which we received from 
a Mr. Cope of an outstanding legal firm in 
Montreai dealing with a situation where they 
had a company dealing with a number of 
objects, manufacturing objects, but they also 
had as an object the construction and opera- 
tion of telegraph and telephone systems. This 
goes away back. They went out of the busi- 
ness of telegraph and telephone communica- 
tions and concentrated on manufacturing. 
They were a Special Act company and now 
wish to become a letters patent company, but 
in view of the wording in Bill C-4, since they 
had this object of construction of a telegraph 
or telephone line, they would not, in the opin- 
ion of Mr. Cope, and I think his opinion was 
right, be able because of the exception made 
in Bill C-4 to apply for a letters patent incor- 
poration because one of the reservations 
against applying for letters patent by a Spe- 
cial Act company is if it relates to the con- 
struction or operation of a telegraph or tele- 
phone system. Now we have worked out a 
draft which is before you and which strikes 
out lines 12 to 24 on page 6 of the bill and 
substitutes therefor the following: 


“(2) A company incorporated by special 
Act of the Parliament of Canada 


(a) whose objects to not include any of 
the objects mentioned in subsections (2) 
to (4) of section 5 or mentioned in sec- 
tions 5a to 5c or 


(b) whose objects do include any of the 
objects referred to in paragraph (a) but 
the company has not been carrying on 
any of those objects for five or more 
years, 
may apply for letters patent continuing 
the company under this Part if at the 
time of the application the company is 
carrying on business and the application 
is authorized by a resolution approved by 
three-three-fourths of the votes cast at a 


Standing Senate Committee 


special general meeting of the sharehold- 
ers of the company.” 


Then there is the suggestion that should also 


be added: 


That Bill C-4 be amended by inserting 
after the words “letters patent,” in line 


12 on page 7 thereof the word “reduce,”. | 


What was the intention there, Mr. Ryan? 


Mr. Ryan: In terms of objects it could be 
limited to Canada or something else, but “re- 


duce”? means that you take away from the © 


objects. It is necessary in these circumstances. 


The Chairman: Then it would read “re- 


duce” instead of “limit’’. 


Mr. Ryan: No, it would read “reduce, limit 


or otherwise”’. 


The Chairman: All right. 
agreeable to meet your wishes, Mr. Ryan. Do 
you have anything to say, Mr. Minister? 


Hon. Mr. Basford: These are the ones sub- 
mitted to you this morning? 


The Chairman: Yes. I am getting so accus- 


tomed to seeking your view on everything | 
that even when you submit it I want to know 


that you approve of it. 
Hon. Mr. Basford: Yes. 


Senator Phillips (Rigaud): Mr. Chairman, 
referring again to Mr. Copes problem, I can 
well see that if they have not exercised their 
rights under this Act they could come under 


the letters patent provision. But have we | 


made it clear in this wording that they cannot 
go back and ask for that power? Does it still 
remain embedded in their powers or has it 
been taken away from them? 


The Chairman: Well, the point is that the 


moment they become a letters patent compa- 
ny they could not get that power. 


Senator Phillips (Rigaud): Have we made it 
clear that the price of becoming a letters 
patent company is that they drop that power? 


Hon. Mr. Basford: This I believe is the 
purpose of the second amendment putting in 
the word “reduce’’. 


Senator Phillips (Rigaud): 
sure that they do not have it both ways. If 
they have embedded powers which they have 
not used for a long time and which they say 
they have not used and is now obsolescent 
and that they want to be a letters patent 


I want to make 


We are very 
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pany, that is all right as long a 
ot leave them with the panied jadi 


_ The Chairman: I would think that the let- 
ters patent when issued would contain the 


Mr. Ryan: The purpose is to make sure by 
e term “reduce” that it can be removed 
from their objects. 


_ The Chairman: Are both these amendments 
approved? 


Hon. Senators: Agreed. 


Senator Evereit: If one of the companies 
that is affiliated is a provincially incorporated 
company, what is the effect of subsection (4) 
f section 121? 


Mr. Tasse: For the purpose of ascertaining 
whether the company should be reporting. 


Senator Evereti: For the purpose of ascer- 
taining whether or not the federally incor- 
porated company comes under the terms of 
the Act and secondly whether if, for example, 
the provincially incorporated company was a 
‘subsidiary of the federally incorporated com- 
pany—whether you could require the provin- 
cially incorporated company to file. 


Mr. Tasse: But there is no attempt under 
this act to require a provincially-incorporated 
company to file. Our intention is directed to 
the federally-incorporated companies, and for 
the purpose of ascertaining whether the com- 
pany meets the test under subsection (4). 
Whether they are incorporated under the 
Canada Corporations Act or another act, they 


would be included. 


Senator Evereti: So a federally-incorporat- 
ed company with $3 million of assets, if sales 
were not in issue, that was affiliated with a 
_ provincially-incorporated company of $3 mil- 
lion assets, would have to file? 


_ Mr. Tasse: That is correct. 


The Chairman: The minister has given me 
a proposed amendment which would bwnive 
amending Bill C-4 by striking out anne en 

(2) of section 38a, on pases g and 10, 
substituting the following .-- 

If you would look at section 38a I te) oe 

ask the minister to give an explanatl 
_ this. 
- Hon. Mr. Basford: Have co 
‘circulated, Mr. Chairman? 
22624—4 


ros 


pies of this been 
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The Chairman: No. Have you copies? 


Hon. Mr. Basford: Apparently there is only 
one other copy. Most of this is duplication. If 
T could address honourable senators to the 
oes at page 9, and to subsection (2)(a) which 
‘eads: 


Di 

(a) the company is to qualify under any 
other Act of the Parliament of Canada or 
any regulations thereunder for any 
licence or permit to carry on or continue 


its undertaking or any part thereof in 
Canada, 


_We would divide that into subparagraphs 
(i) and Gi), and add a new criterion, which 
would be subsection (ii): 


as a Canadian newspaper or periodical 
Therefore, paragraph (a) would read: 
The company is to qualify under any 
other Act of the Parliament of Canada or 
any regulations thereunder for any 
licence or permit to carry on or to contin- 
ue its undertaking or tO carry on as a 
Canadian newspaper or periodical. 


The purpose of the constrained-share provi- 
sions are to allow companies that by some act 
of Parliament have to have a Canadian con- 
tent relative to ownership in order to get 
some licence or permit which is provided for 
in paragraph (a) to become a constrained 
share company, to qualify for the licence or 
permit. 


The problem is that a newspaper, to remain 
a Canadian newspaper under section 12A of 
the Income Tax Act, of course, does not need 
a licence or a permit to operate; but in order 
to allow its advertisers to deduct their adver- 
tising as income tax deductions, they have to 
have Canadian ownership and have to qualify 
under section 12A of the Income Tax Act. So 
they do not need a licence or permit, but they 
have to qualify under the Income Tax Act. 
So, we are putting in this change to allow 
people either to become constrained paare 
companies, either to get a licence or perm 
under an act of Parliament, or to operate a 
Canadian newspaper OF periodical. 


e whether that is clear, but it is 


not sur , 
I am ake it. 


about as clear as I can Mm 


The Chairman: It is clear to me. 


Senator Martin: Why would not that apply 


to television? ’ 
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Hon. Mr. Basford: Because television would 
come under the licence or permit sections, 
because you need a licence or permit under 
the federal act to operate a television station 
or a radio station, and the difficulty arose 
because someone with a newspaper, a public- 
ly-held one, suddenly realized that his shares 
traded on the market, it was conceivable, 
could be traded away to Americans, and sud- 
denly this company would not be qualified 
under section 12A of the Income Tax Act. 


The Chairman: That is beneficial. Thank 
you. 


Is this proposed amendment which the 
minister read approved? 


Hon. Senators: Carried. 


Senator Molson: That is the only other 
class of company that has to be covered, Mr. 
Chairman? I mean, banks and insurance com- 
‘panies are all under their own acts, so this is 
the only class of company that has not been 
previously covered? 


The Chairman: No, if you remember, we 
amended the Insurance Companies Act, the 
Trust and Loan Companies Act so as to 
permit the situation by which they could 
become Letters Patent companies. 


Senator Molson: Is there any provision for 
their being constrained? 


Hon. Mr. Basford: There is another part of 
the amendment with which Mr. Tasse will 
deal. 


Mr. Tasse: Yes. The other part of the 
amendment deals with holding companies 
which may hold shares in trust companies, 
insurance companies and the like, where they 
are statutory regulations concerning the own- 
ership of shares and securities in this type of 
company. So the amendment that we are put- 
ting in would permit the holding company set 
up for the purpose of holding shares in that 
kind of company, to become a constrained- 
share company. 


Senator Beaubien: Mutual funds and that 
sort of thing? 


Mr. Tasse: If they were to hold securities in 
trust companies and insurance companies. 


The Chairman: This is new subsection (iii), 
As it not? 


Mr. Tasse: That is correct, Mr.. Chairman. 
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Senator Molson: Excuse me, Mr. Chairman, 
on the point Senator Beaubien has made, that. 
would not apply to mutual funds. They would 
not be constrained-share companies. What) 
about the Montreal Trust, Investors Group) 
and these sorts of relationships? 


Mr. Tasse: Theoretically, I said, yes, but in. 
practice I think it is very unlikely that this. 
would happen because of the wide range of 
securities they hold. Whatever holding they 
may have in an insurance company is not. 
likely to affect the ownership of securities in ' 
the insurance company itself, but is to pre- 
vent the insurance company from continuing 
as a Canadian company under the regulations 
under the Insurance Act. 


The Chairman: In the charters of a number 
of these companies, you do have restrictions | 
on the percentage of Canadian or non-| 
Canadian ownership of shares, and what you | 
are saying here in subparagraph (iii) is that | 
the letters patent or supplementary letters 
patent of a public company may 
declare the company to be a constrained- | 
share company when the company is one that | 
is incorporated with the objects of investing | 
in the shares of other corporations and it has | 
a significant or controlling interest, directly or 
indirectly, through the holding of shares in a 
federally-incorporated trust, insurance, loans, | 
small loans, or sales finance company. 


The object here, I take it, is to prevent 
something happening indirectly that canna 
happen directly. Is that right? 


Mr. Tasse: That is right. It is to prevent a | 
holding company from becoming an American 
controlled company. 


Senator Molson: Have we already prevent- 
ed the insurance companies—I know the 
banks are separate—but have we already pre- 
vented them under these changes from 
becoming taken over by foreign interests? 


The Chairman: My recollection is that we 
have stipulated percentages in relation to 
shareholdings. 


Mr. Ryan: Mr. Chairman, under the scheme 
of the Bank Act, trust companies, loan com- 
panies, small loan companies, the percentage 
is prescribed in the act at 25 per cent, or in 
the case of the banks it even goes to an 
individual holding; but the method of main- 
taining Canadian control in these companies 
is not by revoking their licence if they go 
offside, but by putting the persons ae care 
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offside and become non-resident beyond the 
cnet limits, preventing them from 
voting their shares and thus retainin 

in Canadian hands. a ae 


; The problem is not with these trust or loan 
or insurance companies per se. The problem 
is the companies that have invested in the 
shares of these companies. The investing com- 
‘pany has no means of preserving itself onside 
so that it can protect its voting rights in the 
insurance shares it holds. 


So, it is not the trust or loan companies 
that these provisions are concerned with, or 
this amendment; it is a company that holds 
shares and then protect themselves against 
going offside and disqualifying its voting 
rights that it otherwise would have had. 


The Chairman: And it protects them in 
what way? 


Mr. Ryan: It protects them in the sense that 
if they qualify under this they can make 
themselves constrained share companies, and 
then they can prescribe the limits of their 
_ foreign ownership and they can control it at 
_ the register. 


The Chairman: They can prescribe, or is it 
_ done by regulation? 


Mr. Ryan: They do it by the by-laws 
under the constrained share provision. 


The Chairman: But are there any guide- 
lines as to any percentages they can 
prescribe? 


Mr. Ryan: There are no guidelines, Mr. 
Chairman, for the simple reason that the per- 
mutations are such that one cannot put guide- 
lines in this act. One act of Parliament may 
say 33 per cent for an insurance company, Or 
25 per cent, or 50 per cent. A company that is 
hold shares has to adjust itself to that criter- 
ion. So this act itself in any statutory Provi- 
sions leaves it flexible, so that the company 
by its own letters patent can adjust to what- 
ever situation it has invested in. 


Let me put the question in 
ives such a holding com- 
the qualification 


The Chairman: 
another way. Who 8 
pany in those circumstances : 
of being a constrained company: 


Mr. Ryan: Firstly, the qualifications that 


are set out in this act that empowers is e 
be a constrained share company; <i “ 
the fact that they have to have coreg ph 
their shareholders to that; and, thirdly, 


22624—43 


and Commerce 40:3) 


are the letters patent that 
. € set y 
prescribed limits are, out what the 


ce Chairman: Where does any authority 
rom the department or from the minister 


ae , Ser 
come in? Where, if at all, is it exerciseable at 
any moment? 


Mr. Ryan: That comes in only at the point 
where they apply for either Letters Patent 
incorporating them with these constrained 
share provisions, or at the point of the sup- 
plementary Letters Patent which involves a 
matter of whether he will issue them or not. 


The Chairman: Thank you. Is this second 
amendment that we have been talking about 
approved by the committee? 


Hon. Senators: Agreed. 


The Chairman: There are consequential 
amendments which, I take it, the committee 
agrees to. On page 11, we strike out line 24 
and substitute “section (6) of this section is 
guilty of”. That is a consequential amend- 
ment. 


Then on page 81, we strike out lines 25 to 
33 and insert the following: 

shares or class of shares of a corporation 
would 
(i) preclude the corporat.on or any corpo- 
ration in which it has a direct or indirect 
interest through the holding of shares in 
other corporations, as the case may be, 
from qualifying for any licence or permit 
pursuant to any Act described in subsec- 
tion (2) of section 38A, 


And we have been over that. 
Gi) under an Act of the Parliament of 
Canada, preclude the shares held by that 
corporation, or any other corporation in 
which it holds shares from voting any 
shares at a meeting of the shareholders of 
a federally incorporated trust, insurance, 
loan, small loans oF sales finance 


company; 
4 as it is in 


it carries on from line 3 
aerrg ‘ “but if the 


the bill beginning with the words 


i - I have made it 
‘constrained-class * JT hope 
reasonably _ clear. Is that amendment 
approved? 


Hon. Senators: Approved. 

The Chairman: Now, we have at least two 
items left. One concerns the eeryogrinn 
made by Bell Canada last week, and me 0 n 
concerns the question of validity. May spe 
about the question of validity first. 
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There has been a lot of discussion, promot- 
ed, I think, by what I said in the Senate, and 
by a statement which I filed here and which 
came from Mr. Thorson, putting forward his 
department’s view on the question of validity. 
Then I have had discussions with Mr. Ryan 
and Mr. Hopkins. The best sort of case that 
you might make on validity is, as Mr. Thor- 
son put it in his memorandum, that it is not 
the desire of this legislation to impugn the 
competency of the provincial securities acts, 
but it is the purpose of this legislation to 
assert the competency of the federal securi- 
ties legislation. That, of course, prompted me 
to say the other day: ‘“‘Well, you seem to have 
parallel lines running there. You have the 
provincial securities acts, the validity of 
which is not being impugned, and you have 
the federal act, the competency of which is 
being promoted. Where do they meet?” The 
ordinary rule, as I stated the other day, is 
that parallel lines meet at infinity, and we 
have to try to see if we can move infinity up 
a little bit. 


Therefore, I am concerned, if we just went 
ahead and pass the take-over bid sections and 
the insider trade sections, that we might 
create impressions, so far as federally-incor- 
porated companies are concerned, that they 
just owe their allegiance and their duties and 
responsibilities to one place, namely, the fed- 
eral authority. 


That does not seem to harmonize very well 
with the concept that we have been discuss- 
ing. The only concept that seems to be perti- 
nent is what Mr. Ryan called the double 
aspect, and that is that conceivably on certain 
grounds the provincial legislation may be 
valid, and conceivably on certain grounds the 
federal legislation might be valid. My own 
feeling is that we have to put something in 
that will make it clear that we are not adopt- 
ing one or the other, although when Parlia- 
ment passes this bill we must assume it is 
passing something that it thinks it has the 
authority to pass, and, therefore, we do not 
have to assert the validity of the legislation in 
the bill. 


I felt there should be a general provision to 
the effect that nothing in this act shall be 
construed as relieving a federally-incorporat- 
ed company from meeting the relevant and 
applicable requirements of any provincial 
securities legislation. 


Senator Martin: Would that add anything? 
Would that really change the present situa- 
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tion? I understand the reason for that 
phraseology, but it really would not alter the 
legal situation. 


The Chairman: No. The legal situation, | 
whatever it is, would be left there. If it is 
going to provoke a collision or a conflict at 
some stage, then it is going to do that. When 
some federal company may file, and then 
refuse to file provincially, then you have a. 
problem right away. But, we are not attempt- | 
ing to solve that. If that develops then it is up > 
to the courts to deal with it. This would not : 
affect the legality or impugn the legality of 
Bill C-4 in this context. But, we would not be 
giving the back of our hand to the provincial 
securities laws because we are saying the fed- 
eral legislation requires federal companies to 
file take-over bids on insider trading. But 
remember that your obligation under the pro- 
vincial Securities Act is not satisfied by filing 
federally. You can either file or not, as you 
please. If you do not file, of course you may 
be subject to prosecution. I am not wedded to 
that exact language, but that is my thought 
on the matter as to how we might resolve this 
question. It goes a long way towards resolving 
a problem which I had, and basically I may 
still have, as to the question of validity, but 
for the moment, believing that politics is the 
art of the possible, this looks like a reasona- 
ble compromise. Do any of the senators have 
any views to express? 


Senator Martin: I would like to know what 
Mr. Basford thinks. 


Hon. Mr. Basford: Mr. Chairman, all I can 
Say is that we, as ministers, have to take the _ 
advice of the law officers of the Crown. I 
want to put on record that we are considera- 
bly troubled by such provisions, for I am not 
entirely clear as to what the implications are 
for writing into federal statutes provisions 
that this act does not excuse people from any 
provincial obligations. Surely obligations of a 
company, be it federal or provincial, are a 
matter of constitutional law. We are not going 
to change the Constitution by sections in this 
act. 


We are very troubled as to where this kind 
of section leads us, and we do not put into 
other federal laws that this excuses or does 
not excuse people from their provincial obli- 
gations. Those obligations and the obligations 
of citizens and of companies is a matter of 
law to be determined by the courts. Does this 
section assist the courts or doesn’t it? We 
really do not know. We do not quite know 
what a judge would do with this section in 


V 
if 


' 


it 
i 


f 


‘ 


te 


answer is going to be, but 


exemption from certain provisions of the act. 


Those exemption provisions are in these acts, 
both federal and provincial, to avoid such 
functional difficulties that may exist between 
them. 


As a matter of practice, I submit that the 
situation be looked after by the exemption 
procedures in both federal and provincial 
acts. As a matter of theory we are very trou- 
bled as to where this kind of provision leads 
us and whether it changes anything or not. 
This, we are not able to say. What a judge 
would do with that sort of section we are also 
unable to say. Therefore, because it is quite 
troublesome or could be worrisome, we would 
hope that it not be put in. It is certainly a 
most unusual provision. 


The Chairman: It is not as unusual as you 
may think it is. If I had a short time I think I 


could turn up some situations. I do recall 


right away that we kept passing year after 
year a provision protecting certain unions on 


‘the west coast against the impact of the Com- 


| 


bines Investigation laws and we found it easy 
there. Maybe it was because it was federal 
jurisdiction. 


Hon. Mr. Basford: All we said is that we 
held that they were valid within the jurisdic- 
tion of the Combines Investigation Act, and 
we have passed legislation where we would 
not use the Combines Investigation Act. 


The Chairman: In a sense, Y€S, and in 
another sense, no. You have almost got an 
impasse here. You are not contesting provin- 
cial securities validity and you are asserting 
federal securities validity. It seems under 
those circumstances that the statute owes 
something to the public who are subject to 
the act to know that this act requires them to 
follow the provisions of C-4, but in ion 
them it does not grant them any relief agains 
obligations that may exist outside this act in 
relation to the same transactions. 


I know what your 
I still ask the 
valid one and 
u I am not 


Hon. Mr. Basford: 
question. It seems to be a 


having discussed this with yo 
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entirely satisfied with your answer. What is 
the position if we use your wording of " 
company that applies to the Ontario Securi- 
ties Commission or some provincial agency 
for an exemption? I know you argue it the 
other way. One company argues that they are 
not entitled to the exemption because a sec- 
tion in the federal act Says that they must 
comply with the provincial act and nothing 
shall relieve them from any obligations. 


The Chairman: This is the double aspect 
and where you get into the area of conflict. 


_ Hon, Mr. Basford: This is why a section 
like this troubles us. 


The Chairman: You argued very strenuous- 
ly this morning that we should not be pre- 
vented from passing laws in relation to an 
associate company, because it might be inef- 
fective. Then I put the question to you wheth- 
er we should be so vitally concerned by a 
clarification of the two positions so far as the 
federally incorporated company is concerned 
in this bill. We point out to them that you 
must comply with this law that is being 
enacted, but you are on your own as far as 
provincial securities legislation is concerned. 
All we are saying is that when the provinces 
get after you you cannot say that you filled 
federally and that lets you out, because it 
does not. 


Hon. Mr. Basford: On the advice of law 
officers we are not sure where this wording 
in a section will take us. Whether the CPR or 
Trans Canada Pipe Line or Noranda or to 
what extent they are subject and have to 
comply with provincial regulations and pro- 
vincial laws—securities laws or any other 
laws—is surely a matter of law that is not 
settled by some wording in this act. 


The Chairman: Mr. Minister, I should not 
be saying “I”, but I took the position that 
there was no question but that the provincial 
securities legislation was valid. Whether ms 
implication from that is that the federal legis- 
lation is not valid or whether the two ee 
exist is a question that may have to be settle 
in the courts some time. I tried to sok = 
the most innocuous thing that would make . 
position in which I find myself a re e 
compromise and I think you are or pear hem: 
this. All we are doing is making . c ate 
tion by just vata -¥ apetior aimee Ly 
file here, but you on’t, so far a: int 

i vincial law 1s concerned } 
amare hat this is no relief to you in 


that. That is all.' 
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Hon. Mr. Basford: Mr. Chairman, all I can 
do is properly put to you the advice we 
received from the law officers of the Crown. 


Senator Phillips (Rigaud): May I make a 
suggestion. I see the difficulty and I am here 
to see what we can do with the difficulties, 
as are the other senators. If we were to 
introduce a clause something like this it 
might help: “compliance with provincial 
legislation whenever relevant shall not 
exempt any company incorporated under this 
act from compliance with the provisions of 
this acix 


I would do it in the reverse, that this is a 
federal statute that we are enacting, that we 
want to be sure that companies who come 
under this act comply. All we say is that 
compliance with provincial law does not 
exempt any company from compliance with 
the laws we are passing with respect to com- 
panies incorporated under our jurisdiction. I 
would think if we were to consider any word- 
ing at all, that is about the most innocuous 
wording to meet the issue. 


The Chairman: As far as I am concerned it 
does not matter how you say it. 


Senator Phillips (Rigaud): I any event, I 
wonder if someone would be good enough to 
take this down for at least a consideration. I 
am obviously doing it in reverse and insisting 
on compliance with federal statute. 


The Chairman: Would you read that again, 
senator? 


Senator Phillips (Rigaud): “Compliance 
with provincial legislation whenever relevant 
shall not exempt any company incorporated 
under this act from compliance with the 
provisions of this act.” 


Hon. Mr. Basford: That is agreeable to me. 


Senator Phillips 
mented. 


(Rigaud): I am compli- 


The Chairman: Senator, you have achieved 
the impossible. 


Senator Molson: There still seems to be a 
slightly forgotten man, that is, the corporation 
itself, or the people in the corporation them- 
selves. What prospects have we of getting 
uniformity in the provincial and federal legis- 
lation at a reasonably early date? Have we 
some prospect, so that in matters like filing it 
becomes relatively simple whether you repeat 
it or not? Is it possible that we can look 
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forward to getting a reduction of the number — 


of demands on returns, through uniformity? 


Hon. Mr. Basford: I am sympathetic to the 


point you have raised, and so are my officials. 
As I said in my opening statement, two meet- 
ings with the provincial officials, and. the 
amendments we _ proposed ourselves 
which were made in the other place, have 
eliminated functional difficulties stemming 


from any lack of unirormity. It will take a- 


little while to work out, as a matter of prac- 


tice, some of the exemptions that must he. 
granted to companies by one authority or. 


another. I hope, and I am confident, in so far 
as Ontario and the four western provinces are 


and — 


concerned, which have generally uniform: 


legislation, that within a matter of a very — 


short time we can eliminate the problems you © 


speak of. 


Of course, we cannot eliminate the prob- 
lems relative to securities and people having 
to clear prospectuses, 
with here. For example, on the question of fil- 
ing insider reports, where it may be required 
under Bill C-4 and under provincial securities 
acts, I think the problems of filing and of 
duplication should be worked out quite 
quickly. 


Senator Molson: It is terribly important 
because today it is a terrible maze and so 
many people are kept so involved in corpora- 
tion life on these problems and certainly it is 
desirable. 


Hon. Mr. Basford: If we eliminated all of 
these problems my friend Jim Younger would 


not have very much to do. 


Senator Molson: There are a lot of people 
who would not have much to do, but the 
prices would be better. 


The Chairman: Senator Molson, that is the: 


reason why some years ago, when we were 


amending the Canada Corporations Act, we. 


put in that provision in relation to prospec- 
tuses, that Ottawa had the right to demand, 
but they could accept the filing which has to 
be done under the provincial act. The reason 
was to cut down on the paper work. It may 
be we will achieve that here. 


Senator Molson: That is what I want. But 
we are still a long way off. I was really 
asking the minister if he was optimistic that 


we were going to close the gaps in the not too: 
distant future, because it is an awit) strain 
on the corporate function. 


which are not dealt 
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- Senator Martin: I guess we are not near it. 
Senator Molson: I am afraid not. 


g The Chairman: It is unfortunate that we 
ould not deal with it as we did in the case of 
e unemployment insurance some years ago 
e had the constitution amended and you 
ad one statute. | 


_ Senator Molson: But the money went with 
a 


Senator Everett: There is one point I would 
ike to raise. 


The Chairman: First of all, Mr. Minister, 
here was a point raised by Bell Canada, who 
elt they should be entitled to qualify for 
etters patent. In the bill as it came to us, 
hey, together with banks, are denied that 
rivilege. Have you any comment to make on 
he reasons or grounds for that denial. 


Hon. Mr. Basford: One has to consider only 
wo companies here, the Bell company and, in 
y own province, the British Columbia Tele- 
hone Company, both of which operate 
monopolies within their market areas. I sug- 
gest that members of this house and certainly 
of the other place would wish to exercise 

hatever little control is exercised by way of 
having to require special acts, that members 
of both houses would want to exercise the 
kind of control that is provided in that way 
and therefore this should not be provided for 
by letters patent. The companies are operat- 
ing natural monopolies within their market 
areas which affect hundreds of thousands of 
people and I would suspect that this would be 
the view of members of both institutions that 
they would not want to give up that control. 


The Chairman: I thought there might be 
some questions of the delicacy of the whole 
field of communications and the vital impor- 
tance of that field and the development of 
that field. These things are moving pretty 


fast. 


-Hon. Mr. Basford: This is a very valid con- 


sideration. A committee of this house has 

been. giving some thought to this whole sub- 
— ject and I know a committee in the house 1s. 
Until we sort out just what are the corporate 
i laws that should be applicable ne ae 
changing area, as you suggest, I thin we 
should go slowly on these theories. In oe - 

quent revision of the Canada Corpora io 


- Act coming, it is hoped, in the not ain ini a 
future, we could examine the’ ‘questio™ 
i lems will become 


menese communications prob 


and Commerce 40: 88 


more apparent and we mi 
' ght know what th 
solutions are, better than we do now. i 


The Chairman: You do have a method of 
control of rates, but this is a very practical 
method of control of the money supply 
because if they want an increase in capital 
they have to come to Parliament. If they want 
to borrow money they have to come to Par- 
lament to get this financial approval. 


Senator Cook: It almost looks as if it is the 
question of public policy versus private con- 
venience, and if the public policy is that way 
it seems to me it would be as well to leave it 
alone. 


The Chairman: It may be that the sugges- 
tion to make a change to letters patent might 
be moving too quickly, too soon. 


Senator Phillips (Rigaud): I support that 
view, Mr. Chairman. In view of the minister’s 
observations, I think we are invading almost 
on government policy. 


The Chairman: And on what the chairman 
said. 


Then, the view of the committee is that we 
do not deal with that section of the bill, that 
we do not make any changes in it. Is that 
agreed? 


Hon. Senators: Agreed. 


The Chairman: Is it possible that, if Mr. 
Ryan and Mr. Hopkins got together for half 
an hour, we could reconvene and accept their 
draftsmanship, which might end this hearing 


today? 
Hon. Senators: Agreed. 


The Chairman: Before adjourning for that 
purpose perhaps we should give Senator 
Everett a chance to finish. 


Senator Everett: I am merely concerned, 
Mr. Chairman, about the Massey-Ferguson 
amendment. It refers to the private company 
and its affiliates that are subsidiaries of a 
holding company. I can envisage in a —s 
tion such as Massey-Ferguson 15 concel ae 
with, of a holding company and two Bere 
affiliates, that the private affiliates fl x 
have to file. The holding company can hit 
them. 

The Chairman: It consolidates. 

If it files a consolidated 
what the situation is, if 
uny with one sub- 


Senator Everett: 


statement. I wonder 3 
you have a holding compé 
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sidiary or a holding company with a subsidi- 
ary with another subsidiary and with another 
subsidiary. In other words, I wonder if it 
would not be better if there were a statement 
to the effect that if a company files a con- 
solidated statement that is sufficient for the 
purposes of the act. 


I can see the peculiar language in this 
amendment letting Massey-Ferguson or cer- 
tain companies that are in that position file 
consolidated statements whereas other compa- 
nies that are in essentially the same position 
will not be able to file a consolidated state- 
ment. I presume it is the intention of the 
minister and his officials that the filing of a 
consolidated statement will satisfy the act 
whether it is a private or public company. 


Mr. Grandy: I am not sure that the problem 
is a real one. The amendment that was adopt- 
ed today arising out of the Massey-Ferguson 
submission deals with the case where the pri- 
vate company and its affiliates are subsidiar- 
ies whose financial statements are consolidat- 
ed with those of a holding company which 
files a consolidated return. 


Senator Everett: Not a consolidated return, 
surely. It publishes a consolidated statement. 
The word “return” refers to the specific act 
under the Income Tax Act. 


Mr. Grandy: The wording here is: 


. subsidiaries whose financial state- 
ments are consolidated with those of a 
holding company which files such con- 
solidated financial statements in accord- 
ance with paragraph (b) of subsection (1). 


So there is a consolidated filing by the 
holding company. 


Senator Everett: We could agree not to use 
the word “return’’. 


Mr. Grandy: Yes. Presume the holding 
company is a private company and it has one 
or two subsidiaries; being a private company 
it does not file a consolidated financial state- 
ment. That is the other situation. 


Senator Everett: It might choose to file, 
however. 


Mr. Grandy: It might choose to do so in 
which case this might apply, presumably. 


Senator Everett: Let us take the case of a 
company, private or public, which is a hold- 
ing company holding one subsidiary. It files a 
consolidated return. According to this it 
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would file the consolidated return and would 
also be required, because it has only one sub- 
sidiary, to file a statement on the part of the 
subsidiary. On the other hand, Massey-Fergu- 


son, with two susbidiaries, would not be so | 


required. 


Mr. Chairman, my recommendation would 
be that companies which file consolidated 
statements should not be required to file 
individual statements from the affiliates so 
consolidated. I believe that is your intention, 
gentlemen. 


The Chairman: That would be a completely 
general provision. 


Senator Everett: Yes. 
particular provision would rope in some com- 
panies and not others. 


The Chairman: This provision is limited to 
private holding companies that have subsidi- 
aries. 


Senator Everett: Not so, Mr. Chairman, 
because Massey-Ferguson feel that it refers to 
them and they are a public company having 
two private subsidiaries. 


Senator Phillips (Rigaud): With the amend- 
ment it now covers them, Senator Everett. 


Senator Everett: But they are talking about 
a public holding company with two private 
subsidiaries. 


Senator Phillips (Rigaud): There is no such 
thing as a consolidated return under the 


Income Tax Act, incidentally. We must be. 


thinking of returns under this particular act. 


Senator Everett: The terminology is con- 
solidated statements filed under the terms of 
this act instead of consolidated returns. I 
think you do use that terminology. 


Mr. Tasse: Yes, that is the wording I use. 


Senator Everett: I do not want to delay the 
committee, Mr. Chairman. 


The Chairman: No, there is something in 
the point you have raised. 


Where is the reference you make to con- 


solidated financial statements in accordance 


with paragraph (b) of subsection (1)? 


Mr. Tasse: It is 
Mr. Chairman. 


in section 121£ in Bill C-4, 


The Chairman: 
section they refer 
statement. 


In subsection (1) of that 
to a copy of the financial 


Only because this 


| 
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Senator Martin: It refers to . 
statements, Mr. Chairman. consolidated 


; Senator Everett: I wonder if w i 
: \ : e could recti- 
fy it by taking out the words in the Atay 
Ferguson amendment in the eighth line there- 
of which read: “are subsidiaries whose”. 


Senator Martin: That is what I was refer- 
ring to. | 


Senator Everett: It would then read as 
follows: 


“For the purposes of paragraph (b) of 
subsection (3), the gross revenues and 
total assets of any other company with 
which a private company mentioned in 
the said paragraph (b) is affiliated within 
the meaning of section 1218 shall be 
included in the gross revenue and the 
total assets of that private company, 
unless the private company and its affili- 
ates’ financial statements are... 

And I would further suggest changing it 
from the words “holding company” and so 
on to: 

.. consolidated with those of one of the 
affiliated companies which files such con- 
solidated statements in accordance with 
paragraph (b) of subsection (1). 


So that if a consolidated financial statement 
is filed, then that includes all the companies 
that are a part of that group and the 
individual companies do not have to file. 


The Chairman: My trouble, Senator Eve- 
rett, is that I cannot find where there is a 
definition or a requirement to file a con- 
solidated return. 


Mr. Tasse: There is section 121B permitting 
the holding company to file. It is not in the 
bill, Mr. Chairman. It is in the current act. 


The Chairman: Section 121p. Is that what 
you said? 


Mr. Tasse: Yes. The first subsection says: 
Any company referred to in this section 
as a holding company may include in the 
financial statements... 


Yes, it speaks about filing 
diary companies — in 
that provision 
about that? 


The Chairman: ! 
statements of the subsl 
consolidated form. So there 1s 
now. Have you anything to say 


j . My 
Hon. Mr. Basford: No, Mr. Chairman 
experts seem to be somewhat confused or 


unsure about this. 


and Commerce ~— 


The Chairman: Wel] we wi j 
half an hour and Mr. Ryan = “i Proies 
can get together and agree on their wording 
and maybe Mr. Tasse will be able to say 
something to us about it afterwards. ft 


The committee adjourned, 


The committee resumed at 4.20 p.m. 


The Chairman: Honourable senators, Sena- 
tor Everett had a question. I understand that 
all our consultants have come up with an idea 
which they think will meet the question you 
were wrestling with. Have you your copy 
Senator Everett? i 


Senator Everett: I think you have it, Mr. 
Chairman. 


The Chairman: Well, the proposal is this. It 
goes as originally planned, and I will tell you 
where it departs. 


For the purposes of paragraph (b) of 
subsection (3), the gross revenues and 
total assets of any other company with 
which a private company mentioned in 
the said paragraph (b) is affiliated within 
the meaning of section 121s shall be 
included in the gross revenue and the 
total assets of that private company, 


And here is where the new begins: 
unless the financial statements of the pri- 
vate company and its affiliates, if any, are 
consolidated with those of a holding com- 
pany that files such consolidated financial 
statements in accordance with paragraph 
(b) of subsection (1). 


The Chairman: Hon. does that suit you? 


Senator Everett: That solves the problem in 
my mind, Mr. Chairman. 

The Chairman: Then, although we had 
approved of the earlier draft, our approval is 
now withdrawn and we now approve what I 
have just read, is that correct? 


Hon. Senators: Agreed. 


The Chairman: We are flexible in that 


regard. 

I think there is the draf 
two pieces together, on the 
Basford: This is the amendment 

i ivi f notice, 
age 42 dealing with the giving 0 
aa one on page 43 on the rights of the 
party upon notice having been given. 


t on putting the 
investigation. 


Hon. Mr. 
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The Chairman: Page 42, we have a wording 
here. It is: 


Strike out lines 10 to 20, inclusive, and 
substitute therefor the following: 
of the company may apply, or the Minis- 
ter on his own initiative may cause an 
application to be made, to the Restrictive 
Trade Practices Commission established 
under the Combines Investigation Act 
(hereinafter called the Commission), upon 
reasonable notice to the company or 
other interested party or ex parte if the 
Commission is of the opinion that the 
giving of notice would in view of the 
allegations made by the applicants or on 
behalf of the Minister unduly prejudice 
any investigation that might be ordered 
by the Commission, for an order directing 
an investigation of the company in 
respect of which the application is made. 


I had better give you the other one, because 
the two go together. On page 43 it is proposed 
to strike out lines 18 to 25 inclusive, and to 
substitute therefor the following: 


(4) Where an application is made under 
subsection (1) by shareholders, the appli- 
cant shareholders shall give the Minister 
reasonable notice thereof; and the Minis- 
ter and the company or any other party 
who has been given notice of the applica- 
tion, or an authorized representative of 
any of them, is entitled to appear in 
person or by counsel to examine the 
application and supporting material, to 
cross-examine the applicants and to be 
heard at any hearing of the application. 


The combination of those two amendments 
deals with the situation at the stage where an 
application is made, and before the commis- 
sion has directed the appointment of an 
inspector. This covers the various points that 
I was raising. 
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- There was another one that I raised that 

was really an offer to the minister to meet the 
point that he raised. But he does not want it 
so, therefore, we do not give it. That was. 
about impounding the documents. Is this 
satisfactory to you, Mr. Minister? 


Hon. Mr. Basford: Yes, it is, Mr. Chairman. 


The Chairman: Does the committee approve 
these amendments? 


Hon. Senators: Agreed. 


~The Chairman: Is that the end of your 
drafting, Mr. Ryan? 


Mr. Ryan: On this matter, Mr. Chairman, 
or permanently? 


The Chairman: It cannot be permanently. 
This would appear to cover all the points that 
we have in mind. Is there anything you wish 
to add, Mr. Minister? 


Hon. Mr. Basford: I am a little unclear as 
to what happened to Senator Phillips’ amend- 
ment. I am not sure where it was placed in 
the bill. 


The Chairman: I suggested that it go in as 
section 36, and then section 36 can be renum- 
bered section 37. 


Hon. Mr. Basford: So Senator Phillips’ 
amendment will be section 36, and section 36 
is renumbered section 37. 


The Chairman: Yes. Is that agreed? 
Hon. Senators: Agreed. 


The Chairman: Then that covers the work 
we have to do. Thank you very much, Mr. 
Minister, for your attendance, and for the 
excellent way in which we got along together. 


Hon. Mr. Basford: Thank you, Mr. Chair- 
man. Your feelings are reciprocated. 


The committee adjourned. 
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THE STANDING SENATE COMMITTEE ON BANKING, 
TRADE AND COMMERCE 
The Honourable Salter A. Hayden, Chairman 


The Honourable Senators: 


Aird Croll Isnor 

Aseltine Desruisseaux Kinley 

Beaubien Everett Lang 

Benidickson Gélinas Macnaughton 
Blois Giguere Molson 

Burchill Grosart Phillips (Rigaud) 
Carter Haig Walker 

Choquette Hayden Welch 

Connolly (Ottawa West) Hays White 

Cook Hollett Willis— (30) 


Ex officio members: Flynn and Martin 


(Quorum 7) 


ORDER OF REFERENCE 
re ce from the Minutes of the Proceedings of the Senate, September 


“Pursuant to the Order of the Day, the Senate resumed the debate 
on the motion of the Honourable Senator Denis, P.C., seconded by the 
Honourable Senator Fournier (de Lanaudiére), for the second reading 
of the Bill C-163, intituled: “An Act to provide for the establishment of 
a Standards Council of Canada’. 


After debate, and— 

The question being put on the motion, it was— 
Resolved in the affirmative. 

The Bill was then read the second time. 


The Honourable Senator Denis, P.C., moved, seconded by the Hon- 
ourable Senator Fournier (de Lanaudiére), that the Bill be referred to 
the Standing Senate Committee on Banking, Trade and Commerce. 


The question being put on the motion, it was— 


Resolved in the affirmative.” 


ROBERT FORTIER, 
Clerk of the Senate. 
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MINUTES OF PROCEEDINGS 


THURSDAY, October Ist, 1970. 
(69) 


Pursuant to adjournment and notice the St i 
Jol anding Senate Committee 
Banking, Trade and Commerce met this day at 9:00 a.m. to este t 1 al 


Bill C-163 “An Act to provide for the establishment of a 
Standards Council of Canada”. 

. Present: The Honourable Senators Hayden (Chairman), Beaubien, Beni- 
dickson, Burchill, Carter, Desruisseaux, Everett, Gelinas, Hollett, Kinley, 
Molson and Phillips (Rigaud)—(12). 

Present, but not of the Committee: The Honourable Senator Sullivan—(1). 
In attendance: E. Russell Hopkins, Law Clerk and Parliamentary Counsel. 
WITNESSES: 
Department of Industry, Trade and Commerce: 
Dr. S. Wagner, General Director, 
Office of Science and Technology; 
Mr. H. C. Douglas, Director (Policy), 
Office of Science and Technology; 
Mr. H. B. Scully, Industrial Standards, 
Office of Science and Technology. 
Upon motion it was Resolved to report the said Bill without amendment. 


At 10:00 a.m. the Committee proceeded in camera and adjourned at 
10:50 a.m. to the call of the Chairman. 
siaicad Frank A. Jackson, 
Clerk of the Committee. 
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REPORT OF THE COMMITTEE 


THURSDAY, October 1, 1970. 


The Standing Senate Committee on Banking, Trade and Commerce to 
which was referred the Bill C-163, intituled: “An Act to provide for the 
establishment of a Standards Council of Canada”, has in obedience to the 
order of reference of September 30, 1970, examined the said Bill and now 
reports the same without amendment. 


Respectfully submitted. 
SALTER A. HAYDEN, 
Chairman. 
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Ottawa, Thursday, October 1, 1970 


The Standing Senate Committee on Bank- 
ing, Trade and Commerce to which was re- 
ferred Bill C-163, an act to provide for the 
establishment of a Standards Council of Can- 
ada, met this day at 9 am. 


Hon. Salter A. Hayden (Chairman) in the 
Chair. 


The Chairman: Honourable senators, this 
morning we have one bill, C-163, to provide 
for the establishment of a Standards Coun- 
cil. It is most likely that this is the last bill 
that we will have in the current session. 


Bill C-163 was dealt with in the Senate 
yesterday and on the previous evening. Rep- 
resenting the Department of Industry, Trade 
‘and Commerce are Dr. S. Wagner, General 
Director, Office of Science and Technology; 
Mr. H. C. Douglas, Director (Policy), Office of 
Science and Technology, and Mr. H. B. Scully, 
‘Industrial Standards, Office of Science and 
; Technology. 


Dr. Wagner will make the opening explana- 
tion. 

Dr. S. Wagner, General Director, Office of 
Science and Technology, Depariment of In- 
dustry, Trade and Commerce: Mr. Chairman 
-and honourable senators, perhaps it would 
suit your purpose best if I give simply a short 
- general background to the purpose of the 

pill and then allow you to ask questions in 
detail on it. Is that the way in which you 
would wish me to proceed? 


The Chairman: Yes. 


Dr. Wagner: The purpose of the bill es- 
sentially is to co-ordinate within the country 
all of the activities which are currently going 
on in voluntary standards. It is useful here to 
distinguish between a voluntary standard and 

a mandatory standard. 
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Industry at the present time already ad- 
heres in many areas to a set of voluntary 
standards, which are designed primarily to 
facilitate trade. There is a variety of or- 
ganizations in the country which do this now. 
More specifically, however, there is a variety 
of areas in which standards do not adequately 
exist. 


With the increasing complexity of Cana- 
dian industry, with the development par- 
ticularly of our secondary and our tertiary 
industries, it becomes of increasing importance 
for us as a country to co-ordinate the area 
of voluntary standards, that is, standards 
which apply to industries to assist them in 
increasing their trade amongst one another 
and also with other countries. 


I think it is safe to say now that everyone 
in most sectors is pretty well agreed on 
the desirability of having a co-ordinating role, 
that everyone concerned should have a voice 
in this role, and that the Government could 
help to institute, if you will, the parliament 
of standards. 


This particular council will be set up in 
such a way that it is effectively a form of 
Crown corporation. It will have a very great 
deal of autonomy. It will comprise some pub- 
lic officials at the federal, provincial and 
municipal levels. Primariy, it will comprise 
representatives of industrial associations. 


It will have also an important secondary 
role, and that is, when the day comes that 
Canada does convert to the metric system, 
it will have the responsibility for co-ordi- 
nating conversion in the industrial sector. 


It will have another important role outside 
the country, in the international sphere. Now 
that such agreements as GATT concerning 
tariffs are well down the road, now that 
tariffs are being reduced and are becoming a 
less important element in restraint of trade 
between countries, we are becoming increas- 
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ingly aware that there is another kind of 
barrier, called a non-tariff barrier, which is 
being erected in restraint of trade. One of 
these is in the area of standards. So Canada, 
as a country and as an entity, has a most 
important role to play in insuring that we are 
not barred from certain foreign markets 
because of the fact that we do not comply to 
standards. In other words, the bar is not in 
relation to tariffs but is in relation to 
standards. 


Some of this kind of thinking is already 
going on in certain quarters. Most people in 
the community who are acquainted with 
standards, in both government and industry, 
are aware that our role in the international 
sphere is not really great enough. So this will 
be one of the other important roles of the 
council. 


I think what I will do, Mr. Chairman, is 
stop for the moment. Possibly the committee 
might have some questions to ask. 


The Chairman: Dr. Wagner, this bill envis- 
ages a standards commission or council; 
where does the work of that council start? 
Where is the point of beginning? Is it a study 
of standardizing materials or of a form of 
structures? 


Dr. Wagner: No. I would have said that I, 
personally, would visualize a council like this 
starting by bringing together all of the stand- 
ards-forming organizations. 


Senator Molson: How many of those volun- 
tary organizations do you believe now exist? 


Dr. Wagner: There are half a dozen or so 
active ones in Canada. 


The Chairman: Are they in the private 
sector or the public sector? 


Dr. Wagner: One is in the public sector; the 
others are in the private sector. 


The Chairman: What is the one in the 


public sector? 


Dr. Wagner: It is the Canadian Govern- 
ment’s Standards Specifications Board. 


The Chairman: The provinces have no such 
organization? 


; Dr. Wagner: So far as I know there is no 
identifiable provincial organization. 


The Chairman: What authority have you at 
the present time to implement anything that 
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you or these bodies might seek to have. 
observed by way of rules of construction or | 
safety of buildings or things of that kind?’ i 
Have they any teeth in their operations? 


Dr. Wagner: 
arrangement. 


It is all on a consensus: 


The Chairman: It is by consensus? 


Dr. Wagner: This is the way standards are | 
written now, sir. 


The Chairman: The way you propose to | 
write them are you going to have some | 
authority behind rules or directions that you | 
give? 


Dr. Wagner: Any standards that are writ- . 
ten by bodies that adhere to the Standards | 
Council, or standards which are written as a | 
result of initiatives taken by the Standards 
Council will be done as a result of consensus. 
These are voluntary standards. 


Senator Everett: On page 3 of the bill, Dr. 
Wagner, under “Objects and Powers” in sub- 
clause (2) paragraph (e) it is stated that the | 
council can “approve standards in those fields | 
submitted by organizations accredited by the 
Council...” | 


This would be a voluntary matter, I gather | 
from what you say, but once you have | 
approved those standards, among those who © 
have agreed to be bound by them is there any - 
binding authority from that point forward? | 

| 


Dr. Wagner: Once the council approves a 
standard as a council, then that goes into its — 
list of standards so that it becomes one of the 
standards on its approved list. But let us take 
an example. Supposing you manufacture 
resistors as an electrical manufacturer, and 
let us suppose that yesterday the council 
agreed on standards for those things and that 
they are all listed—colour codings, tolerances, 
wire sizes, safety ratings, et cetera. Suppose 
you as a manufacturer decide that you do not 
want to do those; the council cannot force 
you to do them. The point of the matter is 
that there is an attempt in this kind of field 
in industry to come to an agreement. You 
would want to get most of the people repre- 
sented to agree that this is desirable, and then 
do it as a country. If the Government felt for 
some reason that it was essential for the 
safety of the population that everyone adhere 
to those standards and therefore passed a law, 
then that would be outside the province of 
the council. That would be a mandatory 


Banking, Trade 


standard applied by the department. 
Examples of that would be standards set by 
the Food and Drug Directorate, the Poisonous 
Foods Act, the Hazardous Products Act, and 
‘so on. We are talking about industrial stand- 
ards here, and there has to be a focal point 
somewhere in the country for making those 
standards. Most countries are starting to do 
this sort of thing. 


The Chairman: Apparently that is the only 
objective you have, because in clause 4, sub- 
section (1) the objects of the council are 
stated to be to foster and promote voluntary 
standardization. 


Dr. Wagner: Yes, to promote and foster 
voluntary standardization, yes, sir. 


The Chairman: And you say that if you 
want to go beyond the stage of voluntariness, 
then, depending on the nature of the thing 
you were dealing with, you would go to 
whichever department would normally be 
involved. But here you are dealing with con- 
struction and safety of buildings, and so on, 
and what I am wondering is just what depart- 
ment would pick that up and make enforcea- 
ble any voluntary guidelines you would lay 
down in respect of safety, and so on. 


- Dr. Wagner: Suppose, for example, that in 
the field of housing a certain number of stand- 
ards had been worked up over the years and 
that in the course of time the Central Mort- 
gage and Housing people, or the people 
involved in the national building code and the 
National Research Council saw that it would 
be desirable to make one of these standards 
mandatory, then they would go to the rele- 
vant department to whom they report and 
they would ask the minister to make it 


mandatory. 


The Chairman: I am interested in that word 
“relevant”. In this field where you have your 
object as being “to foster and promote volun- 
tary standardization” relating to construction 
and so on, what department is it to whom you 
would go in connection with some safety 
in relation to structures? What 


directions : : 
department of Government would it be ? 
Would it be a federal department or a provin- 


cial department to which you would go? 


Dr. Wagner: There is no requirement in 
that respect. The requirement here is merely 
that we have a body that occupies itself with 
voluntary standards in order to keep our 
industry as healthy as possible, because this is 
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a component of being in industry now. In the 
process of doing this the council has represen- 
tation from the federal Government depart- 
ments most likely to be involved, as well as 
one representative from each provincial 
department and representatives interested at 
the municipal level. One would expect this to 
be a two-way dialogue. It could be that the 
council might draw the attention of a depart- 
ment to the fact that in respect of a standard 
just passed it might be more appropriate to 
have a look at it to consider whether it would 
be desirable to have it more than voluntary, 
but the council itself does not have authority 
to do that. It could be that a member of the 
council might himself notice something and 
then set some process in action whereby one 
would end up at some level of government 
making a standard mandatory. After all, in 
the building field, many of the regulations are 
municipal regulations. They are at that level. 


The Chairman: Anything you would say in 
relation to them would only be persuasive. 


Dr. Wagner: That is right. 


Senator Phillips (Rigaud): I am quite 
intrigued, Dr. Wagner, by the last statement 
you made in your introduction. You said that 
barriers were presently being set up in cer- 
tain quarters with respect to standards to 
offset tariffs, and so on. Have you any exam- 
ples of that that you could give. 


Dr. Wagner: There is at the present time a 
group of European countries, three in particu- 
lar, who could have some reasonable effect on 
us, who are looking at a system of standardi- 
zation in the electrical industry at the present 
time. From their point of view, the rationale 
behind it is that they believe they would 
increase their market base. In this particular 
industry, if several countries had the same 
kind of standards, then a manufacturer in 
any one of those countries would find that the 
markets available to him on that basis would 
be much more accessible than previously. 
That is the situation with respect to the mar- 
kets of the three countries I am alluding to. 
These standards do not necessarily quite con~- 
form to the standards we now have in this 
country, and at the moment other countries 
have not been invited to participate. We 
believe that we are going to get ourselves 
invited to be an observer state, but we are 
making it clear, and the Americans are 
attempting to make it clear, that we do not 
like the way it ‘looks at the present time. But 
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these countries are maintaining that at the 
moment this is just a trial run and that in 
future everybody will be invited to take part. 


Senator Phillips (Rigaud): Under the GATT 
Agreement, do these countries have the right 
to approve their standards and_ thereby 
restrict trade? 


Dr. Wagner: Probably this kind of thing 
would contravene some of the items of the 
GATT Agreement in principle. Nevertheless, 
as you know, it can be very time consuming 
to effect the items of such an agreement. One 
of the things one should do is to make sure one 
has enough qualified people looking at inter- 
national matters to be acquainted with them 
and to be taking action with respect to them. 


Senator Phillips (Rigaud): I should like to 
direct your attention to page 3 of the bill, 
clause 4, subciause (2), paragraph (g), where 
you speak of establishing and registering 
under the Trade Marks Act only. Could that 
be good housekeeping concepts, that under 
the Trade Marks Act you have some sort of 
label, some sort of indication that the product 
had received the approval of Good 
Housekeeping, for example, with respect to 
things to buy and make. 


Dr. Wagner: It is an identifying mark. I 
will let Mr. Douglas comment on this since he 
has been intimately involved in working on 
the wording of it and knows something of its 
background. 


Mr. H. C. Douglas, Director (Policy), Office 
of Science and Technology, Department of 
Industry, Trade and Commerce: What we are 
referring to here, Mr. Chairman, is simply 
what is commonly known in standardization 
activities as standards marks. You may be 
familiar with the mark you see on a good 
many electrical appliances the C.S.A. mark of 
the Canadian Standards Association showing 
that the product is approved and certified by 
that association. You also have probably seen 
the Underwriters Laboratories mark, U.L., on 
electrical wiring. It is the same type of mark. 
The British call it the Kite Mark used by the 
British Standards Institution. These are 
marks registered under the Trade Marks Act 
and which are used and licensed by standards 
associations so that manufacturers can comply 
with their standards. 


Senator Phillips (Rigaud): Are you contem- 
plating an overall symbol? When you propose 
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establishing something under the Trade 
Marks Act, will that be an overall Canadian 
symbol? 


Mr. Douglas: That is essentially what is 
contemplated, that there would be an iden- 
tifying symbol or mark which could be 
applied to a product whose standards have 
been approved by the Council. 


Senator Phillips (Rigaud): I think insofar as © 
international trade is concerned, this is a re- 
markable achievement, that products coming 
from Canada should have a standard approv- 
al. An authoritative body which is voluntary 
but which has on it at the same time a seal of 
office is very much worthwhile. 


Senator Burchill: Is there not something 
similar today in Japan? 


Dr. Wagner: I am not aware of that, sena- 
tor. It may be so. 


Senator Everett: I note that the head office 
of the Council will be in the national capital 
region. I am sure you expected a question 
along these lines. I would be interested to 
know what consideration went into the selec- 
tion of the capital region as the head office 
location? 


Dr. Wagner: As you Say, senator, this is a 
question which comes up frequently in con- 
nection with the general thinking along the 
lines of why not put things elsewhere in the 
country. In this particular case it was felt that 
this kind of organization is truly national in 
some very special way inasmuch as it inte- 
grates the activities of industry and govern- 
ment in a very important manner. Because of 
the kind of work it does, the council is going 
to interface with at least six government 
departments on an active basis, and it was 
felt that it really would cause a major dif- 
ficulty if it were not located in the capital 
region. That is to say it would affect its eo 
ty to do business effectively. 


The Chairman: Let us take one point; sup- 
posing you have certain tests to be carried 
out to determine the fitness of certain mate- 
rials for standardization, ordinarily where 
would you go for that? 


Dr. Wagner: That is a very good point, Mr. 
Chairman. There is no requirement that cer- 
tification laboratories which became associat- 
ed with bodies which were part of either the 
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tandards Council or certified standards writ- 
g associations have to be in the capital 
egion. Only the small corp of the head office. 


The Chairman: But that was not my ques- 
ion. My question was where would you go to 
ave this work done, some department of 
overnment? 


Dr. Wagner: At the present time the Can- 

adian Standards Association has extensive 

laboratories in Toronto, so that is one place 

e can go, and the pulp and paper association 

ave facilities for doing these things also, and 

to some extent these are done in government 
laboratories. 


Senator Everett: But would not present-day 
communications make it feasible to have the 
ead office elsewhere? 


_ The Chairman: Let us say, for instance, 
Winnipeg, senator? 


Senator Everett: I think I would find that 
agreeable. What really concerns me is that 
everybody who sets up a new organization 
finds reasons to locate it in the national capi- 
tal region, the concept apparently being that 
we can all assemble together, we are here and 
we can all be part of the assembly. It seems 
to me, and I do not want this to be a speech, 
that today’s communications methods are 
being overlooked. You say, for example, that 
you will be working with six government 
_departments. I do not see that it is necessary 

to meet for lunch with those departments or 
to be face to face all the time with them. In 
fact you are probably communicating with 
them electronically by phone or other meth- 
ods even though you are in close proximity. 


- TI have been wondering if any consideration 
‘has been given to this matter. It is a very 
important part of regional development and 
‘one that is seriously concerning people in the 
Maritimes and in the west. I know it is very 
convenient to concentrate the Civil Service in 
Ottawa, and I do not blame you. I would do 
the same thing myself. But I think I would 
give it some consideration. It seems to me 
that no consideration is given to the use of 
present-day communications as a means of 
decentralizing. With all due respect, I do not 
think that your reasoning for putting the 
council and all the supportive service 1 
Ottawa is really too valid. On further examl- 
‘nation it may well be valid, but the reasons 
you have given, with all respect, seem to me 


to be a little superficial. 
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The Chairman: I am sure you have noticed 
that in one clause of the bill it states that the 
council only has to meet in the national capi- 
tal region once a year. 


Senator Everett: It is not the meeting of the 
council that really concerns people who are 
concerned with regional development so much 
as the use of supportive services. Wherever 
you put the head office is where you are 
likely to employ the supportive services, and 
that is the big loss, not where the council 
itself meets because the council can meet 
almost anywhere. 


Senator Molson: What are we talking 
about, Mr. Chairman, in terms of people? I 
notice the bill provides for an executive 
director and quite a number of people. Is this 
going to be a large empire or a small empire? 


Dr. Wagner: We are expecting the staff 
will number about 30 or so. 


The Chairman: Will they all be in Ottawa? 


Dr. Wagner: The secretarial staff and the 
core staff will be here, yes. 


Senator Molson: Have you any projected 
budget prepared for this? Have you contem- 
plated how much it will cost the treasury if 
this bill becomes law? 


Dr. Wagner: For staff? 


Senator Molson: For staff, for space—for all 
the normal costs, communications, travelling, 
and so on. Has there been a budget prepared? 


Dr. Wagner: We have prepared a budget in 
as much detail as we can for planning pur- 
poses at this stage. You understand, of course, 
that once an executive director were appoint- 
ed, this would be one of his earlier respon- 
sibilities, but in round figures for the first 
year of operation we are expecting the budget 


to be about $190,000. 


Mr. Douglas: The first year would be over 
$200,000—slightly over $200,000. 


Dr. Wagner: Slightly over $200,000 for the 
first year and about $400,000 a year from then 


on. 


Senator Carter: How did you arrive at the 
total number of personnel? You have 10, 6 
and 41. I can understand the six members 
representing the six federal departments that 
are involved, and the 10 members, one from 
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each province, but how did you arrive at the 
41? That seems to me an odd number. 


Dr. Wagner: I see your point, senator. 
Going back in history some time, this piece of 
legislation which is in front of you is based 
on the discussions between a group of officials 
in the federal Government and a group of 
experts from the Canadian Standards 
Association, six from each side. They worked 
for a period of some time on what they called 
the proposal, and it is on this proposal that 
the legislation for the Standards Council bill 
is based. 


One of their considerations during that 
period of time was who shall be on the coun- 
cil. As you can imagine, there are many 
people in the country who would have an 
interest. One of the things that was decided 
early was that it would be undesirable and 
too difficult to go to individual industries. 
There are simply too many in the country, 
and it would be an unweildy organization. So, 
the way to handle this was to go to associa- 
tions, so it was based on this concept. But 
even reducing it this way, there are a very 
large number of associations, and even if one 
reviews these it still was not easy to come up 
with a number less than 41 as looking like 
being somewhat representative of industry 
and industry’s interest in this field, on a 
national basis. 


Senator Cartier: So you did the best you 
could to represent as many organizations or 
enterprises or groups as possible, and that 
worked out to 41? 


Dr. Wagner: This is a judgment on the 
basis of 12 people who have a lot of experi- 
ence in this field. 


Senator Carter: You mentioned in your 
presentation earlier about gaps. There were a 
number of voluntary agencies covering vari- 
ous areas and it was felt there was a variety 
of areas that constituted a gap where no one 
had taken any action. Could you give us a 
couple of examples of these areas? What I am 
most interested in is how you envisage this 
council working in those areas to develop 
voluntary standards among them. 


Dr. Wagner: There have been a variety of 
areas that have been relatively well covered 
by standards—the electrical, particularly, and 
some lumber, particularly the lumber side of 
construction has been relatively well done; 
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the gas and oil not so well; safety of toys. 
and standards of manufacture. It is drawn to. 
our attention by other associations in differ- 
ent groups that they feel they are not getting | 
the kind of attention they want. | 


It is the hope, in setting up this kind of | 
council, that by having all of the people who 
have experiise in doing this kind of thing, 
discussing what is required and how to go 
about it, attention will be focused in a much | 
more articulate way on what is required to be | 
done, and the program set up to do it. Do not 
forget that one will have here an executive © 
director with a small staff of experts to keep | 
this in front of the council, and particularly 
to keep this in front of the executive commit- | 
tee in order to set some momentum behind 
this kind of thing and get it done on a nation- 
al basis. 


Senator Carter: You have to rely on your 
powers of persuasion to get these people to do 
something. 


Dr. Wagner: It is a voluntary organization. 


Senator Carter: What happens in the case 
of exports, where in the countries to which 
the exports go the standards are lower than 
those in Canada? Do you insist on Canadian 
approved standards for those markets? 


Dr. Wagner: If we are exporting to another 
country, then from our point of view we have 
somehow or other to meet the standards of 
that country, whatever they may be. 


Senator Carter: Even if they are lower than 
the standards we insist upon for Canada? 


Dr. Wagner: I do not see this as being a 
major worry for us. An area for worry for us 
as a country is the trading we do with highly 
industrialized countries where they might 
impose a standard, let us say, for reasons 
which we judge as being somewhat arbitrary, 
arbitrary in the sense it looks like it is not 
being set up for the sake of having a standard 
so much as for the sake of excluding some 
products. 


Senator Carter: I was not thinking so much 
about that as from the manufacturer’s point 
of view, in that he has to compete with other 
people, and if you insist on a higher standard 
than is required in the country where he 
wants to market his product, you are going to 
put him at a disadvantage compared to other 
competitors. 


Banking, Trade 


1 The Chairman: There is nothing compulso- 
ry here. 

. Dr. Wagner: 
) legislation. 


: The Chairman: As I understand your stand- 
ard marks, they have a connotation and if 
you use them on a product they must con- 
form to whatever the connotation is. 


This is not compulsory 


Dr. Wagner: That is quite right. 


The Chairman: So if in export they want to 
put a certain Canadian standard mark on the 
product, the product must live up to that 
standard. 


Senator Molson: It should be a “plus” or 
infer a quality even in the export field. 


The Chairman: Yes. 


Senator Phillips (Rigaud): Mr. Chairman, 
do you think that when we report the bill we 
should note with particular pleasure that the 
public authority is not trying to invade the 
private sector, but it is based on a voluntary 
basis? It is a rather unique bill and I am 
wondering if it should be noted historically. 


The Chairman: Frankly, I was wondering, 
if it is a voluntary organization, what is the 
value of a special Act of Parliament to weld 
it together. Why is it still not feasible to have 
a voluntary organization and continue it on 
that basis? 


Senator Benidickson: Mr. Chairman, this 
matter that is raised by Senator Phillips 
about the voluntary aspects of the bill arouses 
my curiosity. Among the witnesses here, is 
anyone familiar with a dispute that has gone 
on for some time about accreditation—you 
referred to timber—of timber processing? I 
think it is called the Boliden process, orlgl- 
nating in Sweden. It is a method of dealing 
with green tmber for telephone poles and. 
other types of timber and structure that are 
imported in my part of northwestern Ontario 
under a voluntary system. Somewhere In the 
federal Government, through a voluntary 
committee dominated by the creosote people, 
‘the Boliden process has, in my opinion, not 
had fair access to accreditation. Are any of 


‘you familiar with that? 


Dr. Wagner: Senator, I am not ser tsgesne 
with that particular case, but I might say aon 
that is one of the reasons why we thought 1 
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was important to have a co-ordinating organi- 
zation, and to give to it the prestige of being 
set up by legislation. 


We have heard of many cases of associa- 
tions, manufacturers, and importers who want 
to deal in a particular product, and who feel 
that they are not getting a fair hearing. So, 
on the one hand you have existing private 
standardization organizations which are doing 
their work, and on the other hand you have 
other people who have contrary feelings. We 
do not want to interfere with the private 
work of the standards bodies, and yet we 
want to have a forum for dealing with these 
kinds of cases. We feel that such a forum as 
that envisaged by this bill will be very 
important for that particular purpose. 


Senator Benidickson: My feeling in this 
particular instance has been that the commit- 
tee of standards has been dominated by what 
I would call the old established setup, and 
that something new like the Boliden process 
was not given fair consideration by some 
body in the federal administration. In other 
words, some body in the federal administra- 
tion accepted the word of this private com- 
mittee which is dominated by the creosote 
people, and as a result the public did not get 
this cheaper method of preservation of 
timber. 


The Chairman: Senator, you have brought 
it to public notice now. I would think that 
when Dr. Wagner gets back to his office his 
order of priority for this new organization 
will include the item to which you have 
referred right at the top of the list. 


Senator Benidickson: That is the reason I 
mentioned it. 


The Chairman: At least, if I were in his 
position that is what I would do. Are there 
any other questions? 


Senator Everett: I should like to ask Dr. 
Wagner if the Government has any policy 
with respect to the introduction of the metric 
system into Canada, or if he can tell us what 
will be the likely timing of such introduction? 


Dr. Wagner: As you know, senator, we 
have tabled a White Paper. It is now Govern- 
ment policy to consider what steps have to be 
taken to go to the metric system. In fact, the 
first step will be the establishment of a com- 
mission, and we are actively proceeding on 
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this front by looking for suitable people who 
might be involved in this kind of activity. 


As you are no doubt aware, 72 per cent of 
Canada’s export trade is with the United 
States, and so I think it would be unwise for 
us at this time to fix a date to convert to the 
metric system without knowing what the 
Americans will do, or at least before we have 
studied the effect that metric conversion will 
have on our trade with the United States. 


On the other hand, the other 28 per cent of 
our trade very soon is going to be entirely 
with metric countries. So, the first important 
step, aS we see it now—although this will be 
something to which the metric commission 
itself will be expected to address itself in a 
general way—is to ensure that we know 
where we are today. We shall have to exam- 
ine the whole problem in a national context, 
and to identify possible areas where we might 
go metric now without prejudice to our trade, 
and one can think of areas like that of educa- 
tion. Certain industries are already reasona- 
bly well converted to the metric system. Cer- 
tain parts of the electronic industry are 
virtually all metric; the pharmaceutical 
industry is virtually all metric; and the 
photographic industry is virtually all metric. 
Certain parts of the construction industry are 
anxious to go metric, and one should look at 
that in order to see whether it is possible to 
do it independently of the United States. One 
has to examine this in a context of our trade 
relations with them. This is the stage at 
which we are now. Incidently, the Standards 
Council will have an important responsibility 
in that regard. 


Senator Molson: Mr. Chairman, clause 18 of 
the bill provides: 
The Council shall be deemed to be a 
charitable organization... 


I am just wondering why? 


Dr. Wagner: I think I am going to let Mr. 
Douglas answer that, if you do not mind, 
senator. 


Mr. H. C. Douglas, Director (Policy), Office 
of Science and Technology, Department of 
Industry, Trade and Commerce: Mr. Chair- 
man, as indicated in the section which pro- 
vides for the council to be financed by 
moneys voted by Parliament, we do not 
anticipate, at least in the near future, that the 
council will have any sources of revenue. 
However, it is possible that somewhere down 
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the road the council may develop sources of 


revenue. The British Standards Institution, 


for example, receives about one-half of its) 
total revenues from government, but the bal- | 
ance is provided by industry. Of course, the | 
Canadian Standards Association is almost: 
entirely dependent upon contributions from 


industry, and upon revenues received from 


some of its testing services and the use of its | 


mark. 


It is in contemplation that at some time in | 
the future the council may receive revenues | 
from other sources that this provision was put | 
in the bill. If it does receive a donation then | 
the donation will be deductible for tax pur-_ 


poses by the donor. 


Senator Molson: I do not altogether accept ) 
the principle of the thing, because if industry | 


subscribes to a standards council then surely 


the subscription is a legitimate expense on | 
industry. Therefore, the. 


the part of the 
Standards Council does not need the tax con- 


notation of a charitable organization. I do not | 
quite see why an individual should be making | 
donations to a Standards Council, and I do not 


think that clause is needed, or is even useful. 


The Chairman: The law clerk tells me that. 
the same provision was incorporated in 
another bill. 


Mr. E. Russell Hopkins, Law Clerk and | 
Parliamentary Counsel: Yes, the bill setting | 


up the International Development Research 
Centre. 


The Chairman: I do not think the bill was. 
before this committee. 


Mr. Hopkins: No, it was before the Stand- 
ing Senate Committee on Foreign Affairs. 


The Chairman: I am not sure that that was 


the same type of bill. An _ international 
research council and a standards council are 
not the same thing. There would be any 
number of occasions upon which there would. 
be substantial contributions from the private 
sector for research, and that is rather desir- 
able, but I question whether the Standards. 
Council should receive donations from other 
than industry, and if industry makes a dona- 
tion then that donation is properly deductible. 


It occurred to me that certain donations of 
gifts to Her Majesty in the Right of Canada 
are free of any tax, and we do not need such 
a provision as this in order to have that 
apply. This is going to be of the nature of a 
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crown corporation, and I am sure there could 
be a provision in the bill to the effect that the 
ontributions to this council shall be con- 


strued as gifts to Her Majesty in the Right of 
Canada. 


Senator Evereti: Mr. Chairman, there is a 
similar provision in the National Museums 
Act. The organization there is designated a 
charitable organization so that gifts or 
bequests can be directly to it. 


The Chairman: That type of provision 
would have been more appropriate than 
simply making it a charitable organization 
under section 62 of the Income Tax Act. 

t Senator Everett: That is quite right. 

4 Mr. Douglas: Mr. Chairman, the reason for 
covering this point explicitly is that the coun- 
cil is not an agency of Her Majesty nor a 
crown corporation. If it were a crown corpo- 
ration in the true sense then, as you indicate, 
there would be no requirement for this 
4 provision. 


The Chairman: I was only proceeding on 
| the basis that Dr. Wagner told us at the 
| outset that this is in the nature of a crown 


. corporation. 


: Senator Molson: I thought I had seen some- 
thing to that effect in the bill, but there is no 
allusion to it. 


Dr. Wagner: I apologize for that, Mr. Chair- 
man. The council is being set up and it is not 
an agency of Her Majesty, specifically to 
make it as autonomous as possible. 


Senator Benidickson: Mr. Chairman, this 
again raises the point I had in mind. I am no 
expert and do not purport for one moment to 
advise the people that will be in charge of the 
‘Standards Council of Canada as to the merits 
of one type of timber processing as against 
another. However, I would like them to inves- 
tigate this point in the voluntary investigation 
that is taking place on the standards commit- 
tees of the various industries, including the 
one that I have mentioned. 

If contributions are to be made, will there 
‘be a bias or prejudice in favour of those 
established industries which make a contribu- 
tion and oppose something new and ven- 
turesome such as the type of situation that I 
have described with respect to timber 

processing? 


Dr. Wagner: Mr. Senator, the council will 
be a body with a very wide representation. 
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What is more, it is not going to be represented 
by individual industries, but by people who 
represent industry as sectors in a very broad 
way. I would certainly hope that such a group 
would be impartial and that people with com- 


plaints would in fact find that they had a 
forum for hearing. 


The Chairman: Senator Molson, clause 15 
of the bill specifically provides that the coun- 
cil is not an agent of Her Majesty. 


Senator Yes; 


Chairman. 


Molson: thank you, Mr. 


Senator Phillips (Rigaud): Mr. Chairman, 
while supporting this bill, I would like to 
report what I consider to be an undesirable 
feature. He who pays the piper calls the tune 
and in the final analysis, even though we 
have a bill in the concept formulated to be 
enacted as a voluntary association with the 
cost of administration paid by Parliament, we 
have an essential contradiction. It will be a 
voluntary association, but by the same token 
the total cost of administration will be paid 
by the federal Government. In the process 
inconsistency will arise in the administration. 


I consider it to be a grave mistake to have 
a voluntary association in concept and at the 
same time have the cost of administration 
paid by the public purse. It is a contradiction 
in terms. 


The Chairman: I thought you were going 
further; the contradiction might be in having 
a voluntary organization receiving its finan- 
cial support from the Government and as 
against that accepting donations or contribu- 
tions from private industry. It might be sug- 
gested that in order to accomplish what pri- 
vate industry wants, the Government is 
paying part of the shot and if this is so much 
for the benefit of private industry maybe it 
should be financed in some way by private 


industry. 


Senator Phillips (Rigaud): I think your 
point is broader than mine and in a sense 
ancillary, but there is something basically 
wrong in an organization being voluntary and 
at the same time being paid for by the public 


purse. 


Dr. Wagner: I see the point you axe 
making, senator. Perhaps I could say a few 
words in that respect. The idea of  eaecogaeen 
standards in industry in my opinion 1s a ae 
one. I do not see why we should a he 
this point in time to compel industry ac — 
to a set of mandatory standards. Thereto 
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the concept of voluntary standards is retained 
but the problem we are beginning to see is 
that there are gaps. It is not developed 
enough; we should be doing more work. If we 
see this as national, then I think we have to 
pay for it and still keep it on a voluntary 
basis. 


Let me name one important individual who 
is affected by all of this, namely the consum- 
er. How does the consumer become represent- 
ed in a voluntary organization unless his 
Government represents him in this way? This 
is one of the reasons for setting it up. 


You are saying that there is an inconsisten- 
cy in having someone pay for something and 
then say we are not going to influence you. 
That is a little hard to believe and I can 
understand that statement. At the same time, 
we now have at least two other organizations, 
the Economic Council of Canada and the 
Science Council of Canada, both of which are 
set up, not identically to the Standards Coun- 
cil, but conceptually in a similar way. I think 
you would agree that they are independent of 
Government, and we visualize the Standards 
Council as being autonomous. 


Senator Phillips (Rigaud): I think you are 
being fair. 
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Senator Everett: Mr. Chairman, I think the | 
bill is a good one. These voluntary aspects are | 
something that I think should be striven for | 


and I think the council will do a useful job. 


I would like to record, however, that I think 
greater consideration could and should have 
been given to the location of the head office 
of the council. 


The Chairman: You mean decentralization. 
Senator Everett: Decentralization. 
(Rigaud): 


Senaior Phillips Preferably in 


Manitoba. 


Senator Everett: No; I would be happy with 
Montreal. 


The Chairman: Do you mean Manitoba is — 


not as ready as Montreal? 
Are you ready for the question? 
Yes. 


Shall I report the bill with- 


Hon. Senators: 


The Chairman: 
out amendment? 
Hon. Senators: Agreed. 


The committee adjourned. 
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Loan companies 
Affected, list 1:17 
Liquid reserve 1:16-17 


Trust Companies Act, An Act to amend, Bill S-8 
Parallel amendments 1:15-17 


Trust Companies Association of Canada 
Letter to Committee Chairman 1:9 


Witness 
—Humphrys, R., 
1:15-17 


Superintendent of Insurance 


BILL S-10 | 


PITTS INSURANCE COMPANY, | 
AN ACT TO INCORPORATE | 


Bill S-10 
Amendment 
Clause 7: Subscription and payment of capital 
before commencing business 2:16 
Capital requirement, typographical error 2:15-16 
Provision coming into force 2:16 
Purpose 2:15-16 
Reported to Senate with amendment 2:6 


Pitts Insurance Company 
Operations 2:15-17 


Witnesses 
—Humphrys, R., 
2:15-17 
—Trollope, R.W., President, Pitts Insurance Com- 
pany 2:16-17 


Superintendent of Insurance 


BILL S-11 


PITTS LIFE INSURANCE COMPANY, 
AN ACT TO INCORPORATE 


Bill S-11 
Purpose 2:17 
Reported to Senate without amendment 2:6 


Pitts Life Insurance Company 
Operations 2:17-18 


Witnesses 
—Humphrys, R., Superintendent of Insurance 2:17 
~McKimm, R.W., Parliamentary Agent 2:18 


—Trollope, R.W., Pitts Life Insurance Company 
2:18 


BILL S-15 


McOUAT INVESTMENTS LIMITED, 
AN ACT RESPECTING 


Basford, Hon. S.R., Minister of Consumer and Cor- 
porate Affairs 
Letter re bill 4:14-15 


Bill S-15 
Purpose 4:14-15 
Reported to Senate without amendment 4:6 


McOuat Investments Limited 
Charter loss 4:14-15 


Witnesses 
—Johnson, D.J., Parliamentary Agent 4:14-15 
—McOuat, C.C., Vice-President and _ Director, 
McOuat Investments Limited 4:14 


BILL S-16 


BUCCANEER INDUSTRIES LTD., 
AN ACT RESPECTING 


asford, Hon. S.R., Minister of Consumer and 
Corporate Affairs 
Letter re bill 4:14-15 


ill S-16 
Purpose 4:14-15 
Reported to Senate without amendment 4:6 


uccaneer Industries Ltd. 
Charter loss 4: 14-15 


itness 
—Johnson, D.J., Parliamentary Agent 4: 14-15 


BILL S-18 
RUNNER CORPORATION (CANADA) LIMITED, 
AN ACT RESPECTING 
ill S-18 
Purpose 9:9 | 
Reported to Senate without amendment 9:7 
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Brunner, Corporation (Canada) Limited 
Origin, activities 9:9 

Witness 
—King, J.L.D., Parliamentary Agent 9:9 


BILL S-20 


LABELLING, SALE, IMPORTATION AND 
ADVERTISING OF CONSUMER TEXTILE ARTICLES. 
AN ACT RESPECTING 


Advertising 
Prohibition 9:13 


Basford, Hon. 
Corporate Affairs 
Explanation, purpose 9:9-10 


S.R., Minister of Consumer and 


Bill S-20 
Act proclamation, regulations into force 9:12-13 
Amendments 
Clause 2: Definitions 9:7, 9:18-19 
Clause 5(1): Representations relating to consumer 
textile articles 9:7, 9:14-15, 9:19-22 
Purpose 9:10 
Reported to Senate with amendments 9:7 


Label 
Affixing to garment, regulation 9:14-15 
Definition 9:13 


Texitles 


Fiammability 9:13 
Labelling problems, cost 9:11-13 


Witnesses 


—Basford, Hon. S.R., Minister of Consumer and 
Corporate Affairs 9:9-22 

—Lozinski, Miss O.C., Legal Adviser, Consumer and 
Corporate Affairs Department 9:20 

—Qsbaldeston, G.F., Assistant Deputy. Minister, 
Consumer and Corporate Affairs Department 
9:16-17 


TAX REFORM PROPOSALS (WHITE PAPER) 


Adams, W.J., Vice-President, The Equitable Life 
| Insurance Company of Canada; Member Canadian Life 
Insurance Association 


Statement 35:43-44 


Alary, R.C., Member Executive, Province of Quebec 
Chamber of Commerce 


Statement 34: 42-43 
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Alcan Aluminium Limited 
Brief 29: 202-262 
Discussion 29:42-54 
Supplementary information 39: 35-39 


Algoma Steel Corporation Limited 
Brief 21:63-98 
Discussion 21:7-27 


Anglo American Corporation of Canada Limited 
Brief 13:36-71 
Discussion 13:7-29 


Aquitaine Company of Canada Limited 
Brief 28:165-190 
Discussion 28:24-29 


Association of International Business Corporations 
Brief 29:105-144 
Discussion 29:17-33 


Atchison, C.E., President, Chief Executive Officer, 
Investors Group 
Statement 10:10-11 


Atlantic Provinces Economic Council 
Brief 25:145-178 
Discussion 25:25-38 


Baetz, R.C., Executive Director, Canadian Welfare 
Council 
Statement 30:56-58 


Bank of Montreal 
See 
Hart, G. Arnold 


Bank of Montreal Pension Fund Society 
See 
Pension Fund Society of the Bank of Montreal 


Bar Association of the Province of Quebec 
Brief 17:61-74 
Discussion 17:16-23 


Bell Canada 
Brief 27:130-157 
Discussion 27:33-43 


Belzile, Herve, President, Canadian Life Insurance 
Association 


Statement 35:43 


Benson, Hon. E.J., Minister of Finance 
Letter to Chairman, Hon. S.A. Hayden 35:264-266 


Bethlehem Copper, Corporation Limited 
Brief 19:215-269 
Discussion 19:42-59 


Supplementary information 39:40-43 


Bloor Lea Investments Limited 
See 
Edmund H. Peachey 


Board of Trade of Metropolitan Toronto 
Brief 35:107-127 
Discussion 35: 22-33 


Bonus, J.L., Managing Director, Mining Association of | 
Canada 
Statement 35:33-35 


Bovey, E.C., President, Canadian Gas Association 
Statement 11:18-19 
Breyfogle, Massey-Ferguson | 
Limited 
Statement 26: 7-9 


P.N., Comptroller, 


Bridges, H., President, Chief Executive Officer, Shell 
Canada Limited 
Statement 18:7-9 


British Insurance Companies 
Brief 18:145-178 
Discussion 18:36 


British Newfoundland Corporation Limited 
Brief 30:115-140 
Discussion 30: 23-35 


Brown, J.R., Senior Tax Adviser, Finance Department 
Answers to questions 5:16-33 


Bruck, G., Member, Executive Council, Canadian 
Manufacturers’ Association 
Statement 27:7-8 


Bruhl, J.P., Member, Committee on Taxation, 
Canadian Export Association 
Statement 29:39 


Bryce, R.B., Deputy Minister, Finance Department 
Answers to questions 5: 8-34 


Budd Automotive Company of Canada Limited 
Discussion 20: 38-44 
Draft of letter to Minister of Finance, Hon. E. J. 
Benson 20:218-230 


Budd, J.M.W., President, Investors Group Trust Co. 
Ltd. 
Statement 31:30 


Byers, D.N., Chairman, Executive Council, Canadian — 
Chamber of Commerce 
Statement 16:27 
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Byrd, Professor K.F., Canadian Association of Uni- 
versity Teachers 
Statement 16:57 


Canadian Arena Company 
Brief 16:79-95 
Discussion 16:17-26 


Canadian Art Museum Directors’ Organization 
Brief 23:192-202 
Discussion 23:39-54 
Supplementary information 39:52-66 


Canadian Association of Oilwell Drilling Contractors 
Brief 37: 268-355 
Discussion 37:58-70 


Canadian Association of Real Estate Boards 
Brief 20:53-125 
Discussion 20: 7-20 


Canadian Association of University Teachers 
Brief 16:244-278 
Discussion 16:57-65 


Canadian Bankers’ Association 
Brief 35:60-106 
Discussion 35:9-22 


Canadian Bar Association 
Brief 34:70-122 
Discussion 34: 7-25 


Canadian Chamber of Commerce, Executive Council 
Brief 16:96-148 
Discussion 16:27-42 


Canadian Chemical Producers’ Association 
Brief 27:158-187 
Discussion 27:43-57 


Canadian Construction Association 
Brief 20:126-191 
Discussion 20: 21-29 
Letter 39:120 


Canadian Dental Association 
Brief 16:154-236 
Discussion 16:42-54 


Canadian Export Association 
Brief 29:170-201 
Discussion 29:33-54 


Canadian Federation of Agriculture 
Brief 26:93-106 
Discussion 26: 23-32 


Canadian Gas Association 
Brief 11:59-67, 37:239-267 
Discussion 11:18-29, 37:49-58 


Canadian Institute of Chartered Accountants 
Brief 32:99-167 
Discussion 32:22-5 1 
Supplementary information 39:67-75 


Canadian Institute of Public Real Estate Companies 


Brief 37:214-238 
Discussion 37:41-49 


Canadian International Power Co. Ltd. 
Brief 31:61-93 
Discussion 31:7-19 


Canadian Labour Congress 
Brief 15:36-41 
Discussion 15:7-26 
Supplementary information 39:17-22 


Canadian Life Insurance Association 
Brief 35:172-240 
Discussion 35:43-53 


Canadian Manufacturers’ Association 
Brief 27:58-129 
Discussion 27:7-32 


Canadian Medical Association 
Brief 24:127-185 
Discussion 24: 26-46 
Supplementary information 39:76-77 


Canadian Mutual Funds Association 
Brief 31:94-137 
Discussion 31:19-29 


Canadian Potash Producers Association 
Brief 19:196-214 
Discussion 19:36-42 


Canadian Pulp and Paper Association 
Brief 30:71-114 
Discussion 30: 9-23 
Supplementary information 39: 78-96 


Canadian Realties Fund for Quebec Limited 


See 
Canadian Realties Fund of Montreal 


Canadian Realties Fund of Montreal 
Brief 10:64-71 °' 
Discussion 10:27-34 

Canadian Retail Hardware Association 
Brief 23:55-164 
Discussion 23:7-21 
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Canadian Utilities Limited 
Brief 11:76-98 
Discussion 11:18-29 


Canadian Welfare Council 
Brief 30:206-256 
Discussion 30:55-70 


Canadian Western Natural Gas Company Limited 
Brief 11:76-98 
Discussion 11:18-29 


Caplin, M.M., (Caplin and Drysdale, Attorneys, 
Washington, D.C.) Consultant, Association of Inter- 
national Business Corporations 

Statement 29: 26-30, 29:145-169 


Capon, F.S., Chairman, Tax Reform Committee, 
Canadian Chamber of Commerce 
Statement 16:27-28 


Carter, D.G., President, Canadian Art Museums 
Directors’ Organizations: Director, Montreal Museum 
of Fine Arts 

Statement 23:39-40, 23:44-45 


Chamber of Commerce of Prince George 
See 
Prince George Chamber of Commerce 


Chamber of Commerce of the Province of Quebec 
See 
Province of Quebec Chamber of Commerce 


Charron, P.E., Director General, La Fédération des 
Caisses Populaires Desjardins 
Statement 25:62-64 


Chemical Institute of Canada 
Brief 34:240-248 
Discussion 34:56-63 


Clendenning, Dr. E.W., Economist, Richardson 
Securities of Canada, James Richardson and Sons, 
Limited 

Statement 22:14-16 


Connor, H.P., Chairman of the Board, National Sea 
Products Limited 
Statement 25:9-13 


(Le) Conseil canadien de la Coopération 
Brief 25:179-247 
Discussion 25:38-51 
Supplementary information 39:97-103 


Consumers’ Gas Company Limited 
Brief 11:68-75 
Discussion 11:18-29 


Conwest Exploration Company Limited 
Brief 20:231-267 
Discussion 20:44-52 


Co-operative Union of Canada 
Brief 25:179-247 
Discussion 25:38-51 
Supplementary information 39:97-103 


Council of the Forest Industries of British Columbia 
Brief 13:72-91 
Discussion 13:29-35 


Coward, L.E., Executive Vice-President, Central 
Region, William M. Mercer Limited 


Statement 14:44 


Crawford, H.P., Member, Canadian Bar Association 
Statement 34:8-9 


Dawson, L.G., Vice-President, Finance, Budd Auto- 
motive Company of Canada Limited 
Statement 20: 38-39 


Denison Mines Limited 
Brief 36:159-208 
Discussion 36:41-55 


Derry, Michener and Booth, Mining Geological 
Consultants 

Table 39:23 

Dinnick, J.S., President, Investment Dealers’ | 
Association of Canada 


Statement 29:54-55 


Disher, E.W., President, Vancouver Board of Trade 
Statement 32:51-52 


Dominion Foundries and Steel, Limited 
Brief 21:63-98, 21:146-173 
Discussion 21:7-27, 21:38-43 
Supplementary information 39:104 


Draeseke, G.L., President, Chief Executive Officer, 
Council of the Forest Industries of British Columbia 
Statement 13:29-30 


Dunsford, M., President, St. John’s Cemetery on the 
Humber 
Statement 16:55 


Edmund H. Peachey 
Brief 23:182-191 
Discussion 23: 26-39 


Edmund Peachey Limited 
See 
Edmund H. Peachey 


Edwards, S.E., Member of Taxation Committee, Board 
of Trade of Metropolitan Toronto 
Statement 35:25 


Electronic Industries Association of Canada 
Brief 30: 196-205 
Discussion 30: 44-55 


Elgistan Management Limited and Associated Com- 
panies 

Brief 14:120-145 

Discussion 14: 33-43 


Elliott, C.R., President, 
Company Limited 
Statement 20: 44-45 


Conwest Exploration 


Ellis, J.T., Treasurer, James Richardson and Sons, 
Limited 
Statement 22:10-11 


Executive Council, Canadian Chamber of Commerce 
See 
Canadian Chamber 
Council 


of Commerce, Executive 


Fairley, A.L., Jr., President, Hollinger Mines Limited 
Statement 19:7-9 


arquharson, H.A., President, Texaco Canada Ltd. 
_ Statement 31:39-40 


La) Fédération de Montréal des Caisses Desjardins 
Brief 25:289-322 
Discussion 25:62-69 


(La) Fédération de Québec des Unions Régionales des 
Caisses Populaires Desjardins 

| Brief 25:289-322 

_ Discussion 25:62-69 

_ Supplementary information 39:44-51 


) Fédération des Caisses d’Economie du Québec 
Brief 25:289-322 
Discussion 25:62-69 


Finance Department 
Officials, appearance 5:7-34 


Flummerfelt, J.R., Vice-President, Montreal Kiwanis 
lub, Inc. 

Statement 26:38-39 

fowler, K.O., Assistant Tax Administrator, Texaco 
Janada Limited 

Statement 31:41 
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Fowler, R.M.., President, 
Association 
Statement 30: 9-12 


Canadian Pulp and Paper 


Freamo, B.E., Acting General Secretary, Canadian 
Medical Association 


Statement 24:30 


Freidland, Prof. §., Director of Capital Markets 
Research, York University; Economic Advisor, 
Taxation Committee, Board of Trade of Metropolitan 
Toronto 

Statement 35:23 


Gagnon, C., Q.C., Batonnier, Bar of the Province of 
Quebec 


Statement 17:16 


Gaspe Copper Mines Ltd. 
Proposals impact mature mining company, example 
6:10-11, 6:34-35, 6:37, 6:42-43 


Gibson, J. Douglas 
“Mining Tax Incentives” 6:8, 6:41, 6:55-103 


Gibson, J.K., Member of Council, Board of Trade of 
Metropolitan Toronto 
Statement 35:24 


Gilmour, Arthur W., Senior Advisor 
Studies 
See 
Appendices. Analysis 
panies associations) 
Special Studies 


briefs (individual com- 


Godfrey, J. M., Q. C., President, Canadian Mutual 
Funds Association 
Statement 31:19-21 


Godin, J. K., President, McIntyre Porcupine Mines 
Limited 
Statement 18:51-52 


Goodlet, W. E., Canadian Institute of Chartered 


Accountants 
Statement 32:22-23 


Great Canadian Oi! Sands Limited 
Brief 33:43-48 
Discussion 33:7-21 


Griffith, H. M., President, Chief Executive Officer, 
Steel Company of Canada, Limited 
Statement 21:7-8, 21:27-28 


.ttan Dividends 
Grossing-Up of Canadian Dividen ; 
Special Study No. 4 10:7-10, 10:72-74, 11:38-39, 


11:156-184 


) 


: 
Hughes, F. N., Deputy Managing Partner, Richardson | 
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Gulf Oil Canada Limited 


Brief 21:174-235 
Discussion 21:44-62 


Hamilton, A. H., Canadian Pulp and Paper Associa- 
tion, (President, Domtar Pulp and Paper Products 
Limited) 

Statement 30:9 


Harrington, A. R., President, General Manager, Nova 
Scotia Light and Power Company Limited 
Statement 11:9-12 


Harrington, C. F., President, Trust Companies Associa- 
tion of Canada 
Statement 37:7-8 


Hart, G. Arnold, Chairman, Chief Executive Officer, 
Bank of Montreal 

Brief 32:62-98 

Discussion 32:7-22 

Statement 32:7 


Hartnett, E. J., Chairman, National Association of 
Tobacco and Confectionery Distributors 
Statement 37:71 


Hay, W., Executive Vice-President, Trizec Corporation 
Statement 24:7-9 


Heddon, K. F., President, Sun Oil Company Limited, 
Great Canadian Oil Sands Limited 
Statement 33:7-8 


Hickey, W. M., Chairman, Canadian International 
Power Co. Ltd.; President, United Corporation of 
New York 

Statement 31:10-11 


Hobbes, V. G., Expert Group, Trust Companies 
Association of Canada 
Statement 37:8-9 


Hollinger Mines Limited 
Brief 19:60-118 
Discussion 19:7-23 


Hospital for Sick Children, Paediatrics Department, 
Toronto 
Letter 28:8 


Howland, W. G. C., Q. C., Law Society of Upper 
Canada 


Statement 17:7-16 


Hudson’s Bay Oil and Gas Company Limited 
Brief 28:55-164 
Discussion 28: 10-24 


Securities Limited, James Richardson and Sons, Lim-— 
ited 
Statement 22:11-14 


Hunt, D. C., Director, Counsel, Newfoundland Light | 
and Power Company Limited 
Statement 11:29-33 


Hurdle, B. E., President, Canadian Potash Producers | 
Association 
Statement 19:36-38 


Hurst, F. W., Vice-President, Finance, Consumers’ Gas 
Company Limited 
Statement 11:21 


Ilersic, A. R., Economist, Tax Consultant, Vancouver 
Board of Trade 
Statement 32:52-56 


Imperial Oil Limited 
Brief 14:66-119 
Discussion 14:7-33 
Supplementary information 39:105 


Independent Petroleum Association of Canada 
Brief 36:122-158 
Discussion 36:27-40 


Industrial Acceptance Corporation Limited 
Letter 28:8 


Inflation 
Studies, proposals effect 5:8-10 


Institute for Quantitative Analysis of Social and 
Economic Policy, University of Toronto 
Studies, inflation, savings, investment 5:10 


Insurance Bureau of Canada 
Brief 35:241-263 
Discussion 35:53-59 


International Nickel Company of Canada, Limited 
Brief 34:123-219 
Discussion 34:25-42 


International Utilities Corporation 
Brief 28:191-219 
Discussion 28:29-37 
Supplementary information 39:106-107 


Investment Dealers’ Association of Canada 
Brief 29:263-342 
Discussion 29:54-70 


Investors Group 
Brief 10:35-63 
Discussion 10:10-27 
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Investors Group Trust Co. Ltd. 
Brief 31:138-154 
Discussion 31:29-39 


_ Jackman, Henry R., Q. C. 


Brief, discussion 15: 26-35 


Year-end Indices of Leading Stock Markets, 
1960-70 15:42 | 


James Richardson and Sons, Limited 
Brief 22:34-157 
Discussion 22: 7-33 
Letter and memorandum to brief 28:7-8, 
28:279-281 
Supplementary information 39:24-34 


| John Labatt Limited 
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f 


Brief, salient points 17:132-139 


Kazakoff, J., President, Canadian International Power 
Co. Ltd. 
Statement 31:7-9 


Kelly, P., Canadian Institute of Public Real Estate 


a 
4 
4 
rs 
i] 


t 


| 


{ 


Companies 
Statement 37:43-44, 37:49 


Kerr, J. W., Chairman and Chief Executive Officer, 
TransCanada PipeLines Limited 
Statement 34:63-64 


Kerr, J. W., President, Board of Trade of Metropolitan 
Toronto 
Statement 35:22-23 


Kimber, J. R., President, Toronto Stock Exchange 
Statement 36:7-8 


King Resources Company and its Canadian Employees 


_ Brief 28:220-278 
_ Discussion 28:37-54 
Supplementary information 39:108-113 


Kingsmill, A. S., Counsel, Sun Oil Company Limited; 
Secretary, Great Canadian Oil Sands Limited 
Statement 33:8-9 


Kiwanis Club of Montreal 
See 
Montreal Kiwanis Club Inc. 


Labatt, John, Limited 
é See 
John Labatt Limited 


Lamont, F. B., Secretary and Counsel, Richardson 
Securities of Canada, James Richardson and Sons, 
Limited 

Statement 22:8-10 


Law Society of Upper Canada 
Brief 17:41-60 
Discussion 17:7-16 


League of Concerned Canadians 
Brief 26:107-123 
Discussion 26:3 2-37 


Leclerc, René, President, Canadian Bankers’ Associa- 
tion 
Statement 35:9-10 


Lees, J. G., Vice-President and Tax Officer, Alcan 
Finances Limited; Consultant, Canadian Export Asso- 
ciation 

Statement 29:35-36, 29:44 


Legere, M. J., President, Le Conseil Canadien de la 
Cooperation 
Statement 25:40-41 


Leithead, W. G., President, The Royal Architectural 
Institute of Canada 
Statement 14:57 


Liberian Iron Ore Limited 
Brief 18:90-117 
Discussion 18:36-51 
Supplementary information 39:116-117 


Locke, C. C., Q. C., Chairman, League of Concerned 
Canadians 
Statement 26:32-33 


Longstaffe, R., Vice-Chairman, Electronic Industries 
Association of Canada 
Statement 30:44-45 


Loram Limited 
Brief 36:209-236 
Discussion 36:56-66 


Lyall, D. S., Vice-President, Finance, Gulf Oil Canada 
Limited 
Statement 21:46-48 


McAfee, President, Chief Executive Officer, Gulf Oil 


Canada Limited 
Statement 21:44-46 


McAlduff, J. D., Executive Vice-President, Investors 
Group Trust Co. Ltd. 
Statement 31:30-31 


McAvity, J. M., President, Canadian Export Associa- 
tion 
Statement 29:33-35 
MacDonald, D., President, Canadian Labour Congress 
Statement 15:7-8 
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MacDonell, H. W., (Vice-President, British Newfound- 
land Corporation and Churchill Falls, Ltd.); Spokes- 
man for Rio Tinto-Zinc Corporation Limited, London 
England 

Statement 30:35-37 


MacFadden, C. R., President, Atlantic Provinces 
Economic Council 
Statement 25:25-28 


McFarlane, F. N., President, Canadian Association of 
Real Estate Boards 
Statement 20:7 


Macgowan, K. O., President, William M. Mercer 
Limited 
Statement 14:44 


McIntosh, Dr. W. G., Executive Director, Canadian 
Dental Association 
Statement 16:42 


McIntyre Porcupine Mines Limited 
Brief 18:118-144 
Discussion 18:51-60 
Supplementary information 39:114-115 


MacKenzie, H. N. S., Vice-President, King Resources 
Company 
Statement 28:37-39 


Mackenzie, J. D. M., President, Elgistan Management 
Limited 
Statement 14:34 


McKichan, A. J., General Manager, Retail Council of 
Canada 
Statement 17:23-25 


McLaughlin, May, Soward, Morden and Bales, Barris- 
ters, Solicitors, Notaries, Toronto 
Brief 17:124-131 


Magee, B. R., President, Markborough Properties 
Limited 
Statement 20:30-38 


Malone, C. S., Member, Canadian Chemical Producers’ 
Association 
Statement 27:43-44 


Manning, Hon. E. C., Consultant, Investment Dealers’ 
Association of Canada 
Statement 29:55-56 


Mannix, F. P., President, Loram Limited 
Statement 36:56-57 


Maple Leaf Gardens, Limited 
Brief 16:66-78 
Discussion 16: 7-17 


Mara, G. E., President, Maple Leaf Gardens Limited 
Statement 16:7-8 


Maritime Electric Company, Limited 
Brief 11:136-151 
Discussion 11:34-37 


Markborough Properties Limited 
Brief 20:192-217 
Discussion 20:29-38 


Martin, E. D. K., Director, St. John’s Cemetery on the | 
Humber 
Statement 16:55-56 


Massey-Ferguson Limited 
Brief 26:50-92 
Discussion 26:7-23 
Supplementary information 39:118-119 


Matthews, Dr. R. M., President, Canadian Medical 
Association 
Statement 24:28-29 


May, G., Treasurer, National Association of Canadian 
Credit Unions 
Statement 25:51-52 


Maybin, John, Chairman, Chief Executive Officer, 
Canadian Utilities Limited 
Statement 11:22, 11:25-26 


Melbin, W. B., President, Co-operative Unicn of 
Canada 
Statement 25:38-40 


Merriam, R. C., Q. C., Secretary, Canadian Bar 
Association 
Statement 34:7-8 


Mining Association of Canada 
Brief 35:128-171 
Discussion 35:33-42 


“Mining Tax Incentives” 
‘Paper, Gibson, J. Douglas 6:41, 6:55-103 


Minister of Finance 
Letter from Hon. E. J. Benson, Minister of Finance 
to Chairman, Hon. S. A. Hayden 35:264-266 


Molson Industries Limited 
Brief 25:71-108 


Molson, J. D., President, Canadian Arena Company 
Statement 16:18 


Montreal Kiwanis Club Inc. 
Brief 26:124-132 
Discussion 26:38-49 


- Montreal Museum of Fine Arts 
Brief 23:203-214 
Discussion 23:39-54 


Mulholland, W. D., President and Chief Executive 
Officer, British Newfoundland Corporation 
Statement 30: 23-28 


Munro, C., President, Canadian Federation of Agricul- 
ture 
Statement 26:23-24 


Murphy, Dr. Sean, President, Montreal Museum of 
Fine Arts 
Statement 23:47-49 


National Association of Canadian Credit Unions 
Brief 25:248-288 
Discussion 25:51-62 


National Association of Tobacco and Confectionery 
Distributors 

_ Brief 37:356-365 

- Discussion 37:71-77 


National Foreign Trade Council, Inc., New York, 
mn. Y. 

Discussion 29:7-17 
; Statement 29:71-104 


National Sea Products Limited 
Brief 25:113-144 
Discussion 25:9-25 
_ Supplementary information 39:151-164 


Newfoundland Light and Power Company Limited 
Brief 11:99-135 
Discussion 11:29-34 
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‘Noiseux, Lyonnais, Gascon, Bedard, Lussier, Senecal 
and Associates, Chartered Accountants 

Brief 23:165-181 
_ Discussion 23:21-26 


Noiseux, Paul, C. A., Noiseux, Lyonnais, Gascon, 
Bedard, Lussier, Senecal and Associates, Chartered 
Accountants 

Statement 23:22 


Noranda Mines Limited 
Brief 6:40-146 
Discussion 6:7-39 


’ . ° 
Northland Utilities Limited 
‘Brief 11:76-98 
Discussion 11:1 8-29 
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Northwestern Utilities, Limited 
Brief 11:76-98 
Discussion 11:18-29 


Nova Scotia Fruit Growers’ Association 
Brief 24:118-126 
Discussion 24:20-28 


Nova Scotia Light and Power Company, Limited 
Brief 11:41-58 
Discussion 11:9-18 


Peachey, Edmund H., President, Edmund Peachey 
Limited 
Statement 23:26 


Peachey, Edmund, Limited 
See 
Edmund Peachey Limited 


Peachey Homes (Pee!) Limited 
See 
Edmund H. Peachey 


Peake, A. H., Director, Counsel, Maritime Electric 
Company 
Statement 11:34-36 


Pearce, G. F., Adviser, Canadian Association of Oilwell 
Drilling Contractors 
Statement 37:60-61 


Pearson, F. W., Chairman, Ad Hoc Committee, British 
Insurance Companies 
Statement 18:36 


Peill, E. W., Chairman, Committee on Tax Reform 
Proposals, Nova Scotia Fruit Growers’ Association 
Statement 24:20-21 
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